0PM  INVESTIGATIONS  PROGRAM:  ESOP 
TRANSITION 


Y4.G  74/7;  T  68/15 


DPfl  Investigations  Prograns:  ESDP  T. . . 

SUBCOMMITTEE  ON  THE  CIVIL  SERVICE 

OF  THE 

COMMITTEE  ON  GOVERNMENT 

REFORM  AND  OVERSIGHT 
HOUSE  OP  REPRESENTATIVES 

ONE  HUNDRED  FOURTH  CONGRESS 

SECOND  SESSION 


OCTOBER  17,  1996 


Printed  for  the  use  of  the  Committee  on  Government  Reform  and  Oversight 


APR  0  3  r- 


U.S.  GOVERNMENT  PRINTING  OFFICE 
WASHINGTON  :  1998 


For  sale  by  the  U.S.  Government  Printing  Office 

Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 

ISBN  0-16-056025-X 


\OPM  INVESTIGATIONS  PROGRAM:  ESOP 
^  TRANSITION 


Y4.G  74/7;  T  68/15 


J 


DPfl  Investigations  Prograns:  ESDP  T. . . 

SUBCOiMMITTEE  ON  THE  CIVIL  SERVICE 

OF  THE 

COMMITTEE  ON  GOVERNMENT 

REFORM  AND  OVERSIGHT 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  FOURTH  CONGRESS 

SECOND  SESSION 


OCTOBER  17,  1996 


Printed  for  the  use  of  the  Committee  on  Government  Reform  and  Oversight 


APR  0  3  . 


U.S.  GOVERNMENT  PRINTING  OFFICE 
45-137  WASHINGTON  :  1998 

For  sale  by  the  U.S.  Government  Printing  Office 

Superintendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 

ISBN  0-16-056025-X 


COMMITTEE  ON  GOVERNMENT  REFORM  AND  OVERSIGHT 


WILLIAM  F.  CLINGER,  Jr.,  Pennsylvania,  Chairman 


BENJAMIN  A.  OILMAN,  New  York 
DAN  BURTON,  Indiana 
J.  DENNIS  HASTERT,  IlUnois 
CONSTANCE  A.  MORELLA  Maryland 
CHRISTOPHER  SHAYS,  Connecticut 
STEVEN  SCHIFF,  New  Mexico 
ILEANA  ROS-LEHTINEN,  Florida 
WILLIAM  H.  ZELIFF,  Jr.,  New  Hampshire 
JOHN  M.  McHUGH,  New  York 
STEPHEN  HORN,  CaUfomia 
JOHN  L.  MICA,  Florida 
PETER  BLUTE,  Massachusetts 
THOMAS  M.  DAVIS,  Virginia 
DAVID  M.  Mcintosh,  Indiana 
RANDY  TATE,  Washington 
DICK  CHRYSLER,  Michigan 
GIL  GUTKNECHT,  Minnesota 
MARK  E.  SOUDER,  Indiana 
WILLL\M  J.  MARTINI,  New  Jersey 
JOE  SCARBOROUGH,  Florida 
JOHN  B.  SHADEGG,  Arizona 
MICHAEL  PATRICK  FLANAGAN,  Illinois 
CHARLES  F.  BASS,  New  Hampshire 
STEVEN  C.  LaTOURETTE,  Ohio 
MARSHALL  "MARK"  SANFORD,  South 

Carolina 
ROBERT  L.  EHRLICH,  Jr.,  Maryland 
SCOTT  L.  KLUG,  Wisconsin 


CARDISS  COLLINS,  Illinois 
HENRY  A.  WAXMAN,  CaUfomia 
TOM  LANTOS,  California 
ROBERT  E.  WISE,  Jr.,  West  Virginia 
MAJOR  R.  OWENS,  New  York 
EDOLPHUS  TOWNS,  New  York 
JOHN  M.  SPRATT,  Jr.,  South  Carolina 

LOUISE  Mcintosh  slaughter.  New 

York 
PAUL  E.  KANJORSKI,  Pennsylvania 
GARY  A.  CONDIT,  CaUfomia 
COLLIN  C.  PETERSON,  Minnesota 
KAREN  L.  THURMAN,  Florida 
CAROLYN  B.  MALONEY,  New  York 
THOMAS  M.  BARRETT,  Wisconsin 
BARBARA-ROSE  COLLINS,  Michigan 
ELEANOR  HOLMES  NORTON,  District  of 

Columbia 
JAMES  P.  MORAN,  Virginia 
GENE  GREEN,  Texas 
CARRIE  P.  MEEK,  Florida 
CHAKA  FATTAH,  Pennsylvania 
BILL  BREWSTER,  Oklahoma 
TIM  HOLDEN,  Pennsylvania 
ELIJAH  E.  CUMMINGS,  Maryland 


BERNARD  SANDERS,  Vermont 

(Independent) 

James  L.  Clarke,  Staff  Director 

Kevin  Sabo,  General  Counsel 

Judith  McCoy,  Chief  Clerk 

Bud  Myers,  Minority  Staff  Director 


Subcommittee  on  the  Civil  Service 


JOHN  L. 
CHARLES  F.  BASS,  New  Hampshire 
BENJAMIN  A.  OILMAN,  New  York 
DAN  BURTON,  Indiana 
CONSTANCE  A.  MORELLA.  Maryland 


MICA,  Florida,  Chairman 

JAMES  P.  MORAN,  Virginia 
BERNARD  SANDERS,  Vermont  (Ind.) 
TIM  HOLDEN,  Pennsylvania 


Ex  Officio 

WILLIAM  F.  CLINGER,  Jr.,  Pennsylvania  CARDISS  COLLINS,  lUinois 

George  Nesterczuk,  Staff  Director 

Susan  Mosychuk,  Professional  Staff  Member 

Ned  Lynch,  Professional  Staff  Member 

Caroline  Fiel,  Clerk 

Michael  Kirby,  Minority  Professional  Staff  Member 


(II) 


CONTENTS 


Page 

Hearing  held  on  October  17,  1996 1 

Statement  of: 

English,  Hon.  Phil,  a  Representative  in  Congress  from  the  State  of  Penn- 
sylvania    8 

Harper,  Philip,  chief  executive  officer,  U.S.  Investigations  Services,  ac- 
companied by  Lawrence  Sievers,  chief  financial  officer,  USIS;  Lynn 
Craig,  director,  Product  Input  Division,  USIS;  Mark  Enterline,  inves- 
tigator. Product  Delivery  Division,  USIS 43 

Harvey,  Linda,  chief  clerk,  Butler  County  Commissioners 87 

King,  James  B.,  Director,  Office  of  Personnel  Management;  accompanied 
by    Richard    Ferris,    Acting    Associate    Director,    0PM;    and    Kathy 

Dillaman,  Program  Manager,  0PM 15 

Letters,  statements,  etc.,  submitted  for  the  record  by: 

Burton,  Hon.  Dan,  a  Representative  in  Congress  fi-om  the  State  of  Indi- 
ana, prepared  statement  of 12 

Craig,  Lynn,  director,  Product  Input  Division,  USIS,  prepared  statement 

of 66 

English,  Hon.  Phil,  a  Representative  in  Congress  from  the  State  of  Penn- 
sylvania, prepared  statement  of  10 

Enterline,  Mark,  investigator.  Product  Delivery  Division,  USIS,  prepared 

statement  of 73 

Harper,  Philip,  chief  executive  officer,  U.S.  Investigations  Services,  pre- 
pared statement  of 46 

Harvey,  Linda,  chief  clerk,  Butler  County  Commissioners,  prepared  state- 
ment of 89 

Sievers,  Lawrence,  chief  financial  officer,  USIS,  prepared  statement  of 58 

King,  James  B.,  Director,  Office  of  Personnel  Management: 

Information  concerning  cost  to  revolving  fund  30 

Prepared  statement  of^. 19 

Mica,  Hon.  John  L.,  a  Representative  in  Congress  fi-om  the  State  of 
Florida: 

ESOP  charts  40 

Prepared  statement  of 5 


(lU) 


OPM  INVESTIGATIONS  PROGRAM:  ESOP 
TRANSITION 


THURSDAY,  OCTOBER  17,  1996 

House  of  Representatives, 
Subcommittee  on  the  Civil  Service, 
Committee  on  Government  Reform  and  Oversight, 

Butler,  PA. 

The  subcommittee  met,  pursuant  to  notice,  at  1  p.m.,  in  the  Holi- 
day Hall  East  Room,  Days  Inn,  Butler,  PA,  Hon.  John  L.  Mica 
(chairman  of  the  subcommittee)  presiding. 

Present:  Representative  John  L.  Mica. 

Also  present:  Representative  Phil  English. 

Staff  present:  Susan  Mosychuk  and  Ned  Lynch,  professional  staff 
members;  and  Mike  Kirby,  minority  professional  staff  member. 

Mr.  Mica.  I'd  like  to  call  this  meeting  of  the  U.S.  House  of  Rep- 
resentatives Civil  Service  Subcommittee  field  hearing  to  order.  It's 
a  privilege  to  be  in  Butler,  PA,  today. 

First  of  all,  I  want  to  apologize  to  Congressman  Phil  English  for 
the  delays  in  holding  this  hearing.  Some  of  us  just  met  at  lunch 
a  few  minutes  ago,  and  I  think  we've  had  to  delay  this  hearing 
three  times  since  August  and  I  do  sincerely  apologize.  We've  had 
a  number  of  delays  that  were  unforeseen,  in  particular,  the  hectic 
pace  toward  the  end  of  our  congressional  schedule.  So,  we  are  try- 
ing to  complete  the  work  of  our  subcommittee. 

I  had  made  a  commitment  to  hold  this  hearing  at  Mr.  English's 
request.  In  fact,  he  has  been  a  very  strong  advocate  of  trying  to 
make  certain  that  what  was  done  here  protected  the  rights  and  in- 
terests of  Federal  employees.  And  also,  that  the  transition  that  was 
mandated  be  done  in  a  very  orderly  fashion. 

So,  my  public  apologies  to  you,  but  I'm  pleased  to  be  here.  I'm 
going  to  start  with  an  opening  statement  and  then  recognize  Mr. 
English  for  some  comments  and  an  opening  statement. 

We  do  not  have  a  minority  Member  present  today,  but  the  minor- 
ity has  agreed  to  waive  their  rights  at  the  hearing  and  have  agreed 
for  us  to  proceed.  We  always  try  to  conduct  our  hearings  on  a  bi- 
partisan basis. 

Again,  let  me  go  over  my  opening  statement  and  then  I  will  yield 
to  Congressman  English. 

I  convened  this  hearing  of  the  Civil  Service  Subcommittee  at  the 
request  of  the  local  Congressman  to  review  the  creation  and 
progress  of  the  U.S.  Investigations  Services  Corp.  This  employee 
stock  ownership  program  [ESOP]  represents  what  I  consider  to  be 
an  innovative  reform  that  has  come  from  bipartisan  efforts  to  re- 
invent government.  This  employee-owned  corporation  was  created 
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with  a  sole-source  contract  that  enables  former  Office  of  Personnel 
Management  employees  to  continue  their  professional  careers  in  a 
private  organization  which  provides  background  investigations  for 
our  Federal  agencies. 

This  experiment  in  privatization  has  raised  some  concerns  in  this 
community.  I  know  that  OPM's  Federal  Records  Processing  Center 
at  Boyers  is  a  major  source  of  employment  in  this  area.  Represent- 
ative Phil  English  requested  a  review  of  this  program  and  its  im- 
pact on  its  constituents  and  Federal  employees.  And  as  I  said  in 
my  opening  comments,  he's  continually  pursued  this  matter  with 
both  myself  as  chairman  and  with  the  subcommittee.  Federal  agen- 
cies rely  on  records  developed  and  maintained  by  0PM  to  decide 
whether  Federal  employees  meet  or  surpass  standards  of  security, 
suitability,  and  trustworthiness  that  are  essential  to  public  service. 
Until  July,  OPM's  Office  of  Federal  Investigations  conducted  back- 
ground investigations  and  maintained  the  related  records  for  nu- 
merous Federal  agencies  on  a  reimbursable  basis.  During  the  in- 
creases in  Federal  hiring  during  President  Reagan's  defense  build- 
up and  during  the  increases  in  employment  in  domestic  agencies 
under  President  Bush,  Federal  agencies  required  enough  back- 
ground investigations  to  support  this  kind  of  an  operation. 

The  face  of  Federal  emplojrment  has  indeed  changed.  We've  seen 
that  with  the  Defense  downsizing  that  began  under  President  Bush 
and  dramatically  accelerated  under  President  Clinton,  as  well  as 
the  Federal  work  force  reductions  that  were  directed  by  law  in 
1994.  Because  most  Federal  agencies  discontinued  the  hiring,  the 
Clinton  administration  recognized  that  this  service  could  not  re- 
main viable  and  that  the  organization  was,  in  fact,  experiencing 
significant  reductions  in  force  which  we  saw  take  place  in  1994  and 
1995. 

In  December  1994,  the  Office  of  Management  and  Budget  di- 
rected OPM  to  develop  a  method  of  converting  this  function  to  con- 
tract. During  the  next  few  months,  OPM  Director  James  King  set- 
tled on  the  employee-owned,  or  ESOP  as  it's  also  termed,  approach 
as  a  method  to  enable  people  who  had  performed  these  functions 
to  continue  in  their  jobs. 

I  have  worked  with  Director  King  and  we'll  hear  from  him  in  try- 
ing to  make  this  program  a  success.  But  I  might  add  that  Rep- 
resentative English  recognized  the  potential  for  some  problems 
from  the  very  beginning.  OPM  did  not  provide  a  valid  estimate  of 
savings  that  might  result  from  the  privatization  and  questions 
were  raised  about  that  point.  Some  of  the  initial  planning  for  this 
program  did  ignore  legitimate  concerns  about  whether  the  function 
could  be  performed  effectively  as  a  private  business  and  we  heard 
those  concerns.  This  function  is  also  subject  to  Privacy  Act  require- 
ments. It  must,  in  fact,  safeguard  our  national  security  interests. 
It  must  also  work  effectively  with  its  Federal  agency  customers  and 
State  and  local  law  enforcement  officials. 

As  a  result  of  these  deficiencies,  the  Civil  Service  Subcommittee 
conducted  2  days  of  hearings  in  June  1995  to  evaluate  OPM's  jus- 
tification for  privatizing  this  function.  At  that  time,  your  Congress- 
man, Congressman  English,  also  played  an  important  role  in  both 
getting  the  hearings  and  also  participating  in  the  hearings.  He  also 


asked  some  hard  questions  that  identified  genuine  concerns  that 
had  to  be  addressed  before  this  business  operation  could  begin. 

In  April  1996,  OPM  awarded  a  contract  to  this  employee-owned 
corporation,  now  called  U.S.  Investigations  Services,  Inc.  USIS,  in 
fact,  authorizes  these  former  OPM  employees  to  continue  to  provide 
investigations  for  Federal  agencies  as  a  private  corporation.  USIS 
establishes  corporations  in  Annandale,  PA.  In  early  May,  OPM  no- 
tified its  more  than  700  affected  personnel  that  they  would  be  sepa- 
rated from  Federal  employment  and  USIS  offered  these  RIF'd  em- 
ployees positions.  On  July  8,  1996,  the  corporation  began  doing 
business  and  conducting  background  investigations. 

Again,  I  have  to  compliment  Representative  English  throughout 
this  transition  for  his  patience  and  also  for  his  persistence  in  pur- 
suing various  problems  with  the  subcommittee  and  the  Congress. 
Our  Civil  Service  Subcommittee  has  had  to  rely,  and  Mr.  English 
has  had  to  rely  on  the  General  Accounting  Office  to  monitor  the  de- 
velopments and  to  ensure  that  OPM  and  USIS  fulfill  their  respon- 
sibilities to  the  public.  One  reason  we're  here  today  is  to  see  where 
we  are  in  this  process.  OPM  maintains  an  important  responsibility 
for  oversight  of  this  contract  and  it  remains  the  agency  that  will 
be  held  accountable  for  any  deficiencies  in  operations. 

USIS,  as  a  private  contractor,  must  institute  the  management  re- 
forms necessary  to  ensure  the  financial  viability  of  this  employee- 
owned  organization  while  resolving  the  operational  concerns  that 
had  the  Office  of  Federal  Investigations  losing  money  under  the 
former  management.  We  have  seen  financial  forecasts  that  predict 
profitability,  but  they  depend  on  the  company  developing  lines  of 
business  beyond  its  current  Federal  services. 

The  Government  still  requires  background  investigations  and 
GAO  has  reported  that  USIS  has  not  resolved  important  questions 
that  are  essential  to  perform  services  for  Federal  agencies. 

In  July,  the  Department  of  Energy  decided  that  these  USIS  in- 
vestigators would  not  enjoy  the  same  access  to  nuclear  facilities 
they  had  while  employed  by  OPM.  This  issue  should  have  been  re- 
solved through  more  effective  planning  by  OPM  prior  to  the  occur- 
rence of  this  situation.  Instead,  corrective  action  was  required  and 
taken  after  the  transition. 

GAO  also  reported  that  OPM  did  not  make  effective  contact  with 
State  and  local  law  enforcement  officials  to  ensure  continued  access 
to  State  and  local  law  enforcement  records.  These  records  are  es- 
sential to  learn  about  any  previous  arrests  and/or  convictions  of 
people  who  seek  positions  with  Federal  agencies. 

We  also  have  continuing  concerns  about  the  privacy  of  these  Fed- 
eral personnel  records.  The  Clinton  White  House's  abuses  of  FBI 
records  of  former  Reagan  and  Bush  employees  demonstrates  that 
merely  keeping  the  records  in  the  hands  of  Federal  employees  is 
not  always,  as  we've  found,  an  adequate  safeguard  against  abuses. 
We  need  to  ensure  that  adequate  protections  for  these  records  are 
maintained  by  this  new  operation. 

Again,  I  think  that  Congressman  English  was  right  to  observe 
that  this  proposal  was  not  totally  well  thought  out  when  it  was 
first  recommended.  I  believe  that  congressional  oversight  has,  in 
fact,  strengthened  some  of  the  planning  and  helped  smooth  some 
of  the  transition,  but  much  more  needs  to  be  done  to  resolve  some 


of  the  pending  issues.  We're  here  today  to  carefully  review  what's 
taken  place.  We're  here  to  resolve  any  remaining  problems  with  the 
planning  phase  and  the  beginning  phase  of  this  operation.  We  want 
to  ensure,  in  fact,  that  the  people  of  northwest  Pennsylvania  main- 
tain a  viable  corporation  that  will  continue  to  provide  emplo3nnent 
in  the  community,  and  that  this  new  organization  has  planned  to 
effectively  provide  the  services  that  Federal  agencies  will  need  in 
the  future. 

Those  are  my  comments. 

[The  prepared  statement  of  Hon.  John  L.  Mica  follows:] 
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Opening  Statement  of  the  Honorable  John  L.  Mica 

Chairman,  Civil  Service  Subcommittee  mtmn-ammi^i 

Field  Hearing  on  Privatization  of  OPM  Investigatioiu  '      '-'""-' 

Butler,  Pennsylvania 
October  17, 1996 

i  convened  this  hearing  of  the  Civil  Service  Subcommittee  at  the  request  of 
Representative  Phil  English  to  review  the  creation  of  U.S.  Investigations  Services,  Inc.  Tltis 
employee  stock  ownership  program  represents  an  innovative  reform  that  has  come  from 
bipartisan  efforts  to  reinvent  govemmenL  This  employee  owned  corporation  was  created  with  a 
sole-source  contract  that  enables  Office  of  Personnel  Management  employees  to  continue  their 
professional  careers  in  a  private  organization  providing  background  investigations  for  federal 
agencies. 

This  experiment  in  privatization  has  raised  concerns  in  this  community.  OPM's  Federal 
Records  Processing  Center  at  Boyers  is  a  major  source  of  employment  in  this  area. 
Representative  English  requested  a  review  of  this  progiam  and  its  impact  on  his  consfituents  and 
federal  employees.  Federal  agencies  rely  on  records  developed  and  maintained  by  OPM  to 
decide  whether  federal  employees  meet  or  surpass  standards  of  security,  suitability,  and 
trustworthiness  that  are  essential  to  public  service.  Until  July,  OPM's  Office  of  Federal 
Investigations  conducted  background  investigations  and  maintained  the  related  records  for 
numerous  federal  agencies  on  a  reimbursable  basis.  During  the  increases  in  federal  hiring  during 
President  Reagan's  defense  buildup  and  the  increases  in  domestic  agencies  under  President  Bush, 
federal  ageiKies  required  enough  background  investigations  to  siq>pott  this  operation. 

Federal  employment  has  changed,  with  the  Defense  downsizing  that  began  under 
President  Bush  and  dramatically  increased  under  President  Clinton,  the  federal  workforce 
reductions  directed  by  law  in  1994.  Most  federal  agencies  discontinued  the  hiring  that  supported 
these  investigations.  The  Clinton  Administration  recognized  that  this  service  could  not  remain 
viable  on  a  reimbursable  basis,  and  the  organization  experieiKed  significant  reductions-in-force 
during  1994  and  1995. 

In  December  1 994,  the  Office  of  Management  and  Budget  informed  OPM  that  it  should 
get  out  of  the  business  of  conducting  backgroimd  investigations.  It  directed  the  agency  to 
develop  a  method  of  converting  this  fimction  to  contract  During  the  next  few  months,  OPM 
Director  James  King  contracted  for  a  feasibility  study  of  different  options  for  privatizing  this 
function.  He  settled  on  the  employee-owned  -  or  ESOP  -  approach  as  a  method  that  would 
enable  people  who  had  performed  these  fimctioiis  to  continue  in  their  jobs. 

Rep.  English  recognized  potential  problems  fiom  the  begiimiiig.  This  proposal  began 
with  little  solid  plarming.  OMB  provided  no  solid  estimate  of  any  savings  that  might  resuh  fiom 


this  privatization,  and  its  initial  planning  simply  ignored  legitimate  concerns  about  whether  the 
function  could  be  performed  effectively  as  a  private  business.  This  function  is  subject  to  Privacy 
Act  requirements.  It  must  safeguard  our  national  security  interests.  It  also  must  work  effectively 
with  both  its  federal  agency  customers  and  state  and  local  law  enforcement  officials  who 
frequently  provide  information  that  is  necessary  for  background  investigations. 

As  a  result  of  these  deficiencies,  the  Civil  Service  Subcommittee  conducted  two  days  of 
hearings  in  Jime  of  1995  to  evaluate  OPM's  justification  for  privatizing  this  fiinction.  We 
reviewed  the  planning  that  would  support  the  creation  of  this  new  corporation.  Rep.  English 
played  a  prominent  role  in  those  hearings,  and  asked  some  hard  questions  that  identified  genuine 
concerns  that  had  to  be  addressed  before  this  business  could  begin  operations. 

Less  than  a  week  before  our  hearings,  0PM  had  awjirded  a  trustee  contract  to  Marine 
Midland  Bank,  American  Capital  Strategies,  Inc.,  a  company  that  specializes  in  forming  ESOPs, 
and  the  law  firm  of  Arnold  and  Porter  to  negotiate  the  formation  of  this  company  on  behalf  of  the 
employees  who  would  eventually  join  it. 

In  April,  OPM  awarded  a  contract  to  this  employee-owned  corporation,  now  called  U.S. 
Investigations  Services,  Inc.,  (USIS)  that  authorizes  these  former  federal  employees  to  continue 
to  provide  background  investigations  for  federal  agencies.  USIS  established  its  corporate 
headquarters  in  Annandale,  Pennsylvania.  In  early  May,  OPM  notified  its  more  than  700 
affected  personnel  that  they  would  be  separated  from  federal  employment  effective  July  5.  USIS 
offered  these  RlF'd  employees  positions,  and  more  than  85  percent  of  these  employees  accepted 
the  offer.  On  July  8,  1996,  USIS  began  doing  business  conducting  background  investigations. 

Throughout  this  transition,  both  Rep.  Phil  English  and  the  Civil  Service  Subcommittee 
have  relied  upon  the  General  Accounting  Office  to  monitor  developments  and  to  ensure  that  the 
Office  of  Personnel  Management  and  U.S.  Investigations  Services,  Inc.,  continue  to  fulfill  their 
responsibilities  to  the  public.  OPM,  afler  all,  retains  important  authority  for  the  oversight  of  this 
contract,  and  it  remains  the  agency  that  will  be  held  accountable  for  any  deficiencies  that  result 
from  this  transition. 

USIS,  as  a  private  contractor,  must  institute  the  management  reforms  necessary  to  ensure 
the  financial  viability  of  this  employee-owned  organization  while  resolving  the  full  range  of 
operation£tl  concerns  that  had  the  Office  of  Federal  Investigations  losing  money  while  under 
OPM's  management.  We  have  seen  financial  forecasts  that  predict  profitability,  but  they  depend 
upon  the  company  developing  lines  of  business  beyond  its  federal  services. 

The  government  still  requires  background  investigations  to  confirm  that  people  are 
qualified  for  the  responsibilities  that  they  will  exercise  in  positions  of  public  trust.  GAO  has 
reported  that  USIS  still  has  not  resolved  important  questions  that  are  essential  to  perform 
services  for  federal  agencies. 

In  July,  immediately  after  USIS  began  operations,  the  Department  of  Energy  decided  that 
these  investigators  would  not  enjoy  the  same  access  to  nuclear  facilities  in  their  work  for  USIS 
that  they  had  while  they  were  employed  by  OPM.  This  National  Industrial  Security  Program 
issue  should  have  been  resolved  through  effective  prior  planning  by  OPM.  Instead,  corrective 
action  was  required  after  the  transition. 

OPM  did  not  make  effective  contact  with  state  and  local  law  enforcement  officials  to 
ensure  that  access  would  continue  to  be  provided  to  state  and  local  law  enforcement  records. 


These  records  are  essential  to  leam  about  any  previous  arrests  and/or  convictions  of  people  who 
seek  positions  with  federal  agencies. 

We  also  have  continuing  concerns  about  the  privacy  of  the  personnel  records  associated 
with  federal  employment.  The  Clinton  White  House's  abuses  of  FBI  records  of  former  Reagan 
and  Bush  Administration  employees  demonstrates  that  merely  keeping  the  records  in  the  hands 
of  federal  employees  is  not  always  an  adequate  safeguard  against  abuses.  We  need  to  ensure  that 
adequate  protection  for  these  records  is  maintained  in  the  new  operation. 

Phil  English  was  right  to  observe  that  this  proposal  was  not  well  thought  out  when  it  was 
first  recommended.  We  believe  that  congressional  oversight  has  strengthened  the  planning,  but 
more  needs  to  be  done  to  resolve  all  of  the  issues  that  have  been  raised  in  our  previous  hearings. 
We  are  here  today  to  resolve  questions  that  remain  from  the  planning  phase.  We  want  to  be  able 
to  ensure  the  people  of  Northwest  Pennsylvania,  where  this  national  experiment  in  privatization 
will  be  based,  that  they  have  developed  a  viable  corporation  to  provide  continuing  employment 
in  the  community,  and  that  the  new  organization  has  planned  effectively  to  provide  the  services 
that  federal  agencies  will  need  in  the  future. 
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Mr.  Mica.  Again,  I  apologize  to  you,  Congressman  English,  for 
the  delay  in  bringing  this  hearing  here.  I  try  to  keep  my  word,  and 
we  are  here.  I  know  it's  a  busy  season  for  everyone,  but  this  is  an 
important  issue.  It's  a  matter,  as  Director  King  and  others  know, 
that  I  feel  very  deeply  about  and  we  intend  to  pursue  and  make 
certain  that  we  do  it  in  a  proper  manner.  We  know  that  there  are 
many  civil  servants  whose  family  and  lives  depend  on  the  success 
of  this  program.  We  want  to  make  sure  it's  done  right. 

So,  I  thank  you  again  for  your  patience.  I  am  pleased  to  join  you 
today,  and  recognize  you  for  an  opening  statement. 

STATEMENT  OF  HON.  PHIL  ENGLISH,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  PENNSYLVANIA 

Mr.  English.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you  on  behalf  of  all  of  Butler  County  and  the 
surrounding  communities  for  bringing  the  subcommittee  here,  to  be 
involved  in  not  only  some  legitimate  oversight  but  also,  some  very 
important  public  education.  I  think  it's  very  important  that  the 
community,  that  the  local  business  community,  that  the  news 
media  be  aware  of  what  is  going  on  with  the  former  0PM  facility 
at  Boyers,  see  the  progress  that  is  being  made,  and  being  in  a  posi- 
tion to  assess  some  of  the  potentials  that  are  going  to  come  from 
this  privatization.  I  think,  given  the  uniqueness  of  this  privatiza- 
tion effort,  will  be  very  important  that  Congress  maintain  its  over- 
sight activity  to  see  this  progress  forward,  to  make  sure  that  the 
new  entity,  USIS,  is  given  an  opportunity  to  flourish  and  is  given 
an  opportunity  to  do  its  job. 

I'm  particularly  grateful  to  you,  Mr.  Chairman,  in  the  midst  of 
what  is  a  busy  season  for  all  of  us,  your  willingness  to  bring  the 
subcommittee  here  to  Butler,  PA,  to  hear  directly  from  people  in- 
volved in  this  operation,  involved  in  this  new  company  which  is 
now  one  of  the  new,  large  private  companies  here  in  Butler  County 
and  get  a  feel  for  some  of  the  issues  that  they  are  facing.  I  think 
it  is  very  important  for  the  sake  of  the  company  and  for  the  sake 
of  the  workers  there  who  are  former  Federal  employees,  that  this 
subcommittee  take  a  very  active  role  in  reviewing  this  process,  edu- 
cating the  public,  educating  the  community,  and  also  keeping  track 
of  how  this  process  goes  forward. 

I  want  to  thank  you  for  coming  here  to  hold  this  hearing,  to  re- 
view the  progress  of  USIS.  As  the  Member  who  represents  the  dis- 
trict in  which  USIS  is  headquartered,  I  am  very  interested  and 
have  been  interested  by  this  question  and  by  the  new  company's 
operation.  The  company  employs  over  240  people  from  the  sur- 
rounding area  and  its  success  is  very  important  to  this  community 
and  to  me  as  its  representative.  In  the  past,  I  have  been  sincerely 
skeptical  of  OPM's  plans  to  privatize  its  Office  of  Federal  Investiga- 
tions and  the  Federal  Processing  Center.  I  opposed  the  privatiza- 
tion plan  as  it  was  initially  outlined  by  0PM  and  strongly  advo- 
cated delaying  the  closing  until  better  studies  could  be  completed. 
However,  we  are  now  irreversibly  beyond  that  point  and  I  believe 
Congress  should  continue  its  role  as  a  watchdog  to  strengthen  this 
planning  process. 

Many  of  my  concerns  about  the  transition  being  made  by  USIS 
can  be  traced  back  to  the  pressure  that  the  Clinton  administration 


placed  on  0PM.  And  I  will  not  make  this,  certainly,  a  political 
statement  because  we  are  in  a  political  season.  But  at  a  previous 
subcommittee  hearing,  it  became  clear  to  me  that  there  was  no  fi- 
nancial methodology  being  utilized  to  consider  how  to  go  forward 
with  the  closing  of  the  OFI.  As  the  Comptroller  of  the  Office  of 
Management  and  Budget  frankly  noted  to  this  subcommittee,  the 
administration  apparently  made  a  decision  to  get  0PM  out  of  a  line 
of  work  that  had  been  recently  losing  money.  Obviously,  there  were 
some  financial  problems  at  OFI,  but  it  wasn't  clear  to  me  that  the 
administration  knew  where  it  was  going. 

Unfortunately,  a  few  loose  ends  have  occurred  during  the  transi- 
tion that  clearly  need  to  be  ironed  out.  Last  July,  the  Department 
of  Energy  terminated  access  for  USIS  investigators  under  the  Na- 
tional Industrial  Security  Program  because  they  were  no  longer 
employed  by  a  Federal  agency.  Fortunately,  the  Department  of  De- 
fense which  manages  the  NISP  provided  USIS  with  the  interim  se- 
curity clearances  necessary  for  access  to  confidential  information.  A 
similar  problem  also  occurred  at  the  FBI's  National  Crime  Informa- 
tion Center.  If  USIS  is  to  become  an  effective  player  in  the  field 
of  background  investigations — and  right  now  it  is  the  largest  entity 
in  that  marketplace — the  issue  of  access  must  be  resolved  in  a  way 
that  allows  its  investigators  to  do  their  jobs  while  protecting  peo- 
ple's privacy  right.  I  want  to  note  that  these  are  temporary  prob- 
lems that  need  to  be  put  into  perspective,  but  I'm  hoping  that  to- 
day's hearing  will  deal  with  them  head-on. 

USIS  has  clearly  made  substantial  progress  given  the  situation 
it  found  itself  in.  It  has  entered  unchartered  territory  as  the  first 
company  formed  through  the  privatization  of  a  Federal  operation 
on  this  scale.  As  the  largest  investigations  company  in  North 
America,  USIS  has  the  capability  to  not  only  meet  what  was  asked 
of  the  former  OFI,  but  to  expand  its  background  investigations  to 
meet  State  and  local  needs,  an  area  that  was  previously  unavail- 
able; a  market  that  was  previously  undiscovered  by  the  former 
OFI.  As  I've  noted  in  the  past,  this  venture  of  national  significance 
calls  Butler  County  its  home.  USIS  has  a  $6  million  payroll  which, 
when  added  with  other  parts  of  its  budget,  has  a  $30  million  im- 
pact on  the  Butler  economy.  I  welcome  this  contribution  to  this 
area  and  to  the  surrounding  areas  of  western  Pennsylvania.  I  be- 
lieve Congress  and  0PM  should  provide  every  reasonable  oppor- 
tunity for  USIS  to  succeed. 

I  again  thank  the  subcommittee  for  creating  this  opportunity  to 
flesh  out  some  of  these  issues.  I'm  looking  forward  to  the  panels 
and  doing  assessments  of  a  number  of  issues  including  what  cost 
savings  this  privatization  now  is  expected  to  generate,  what  further 
market  opportunities  may  exist  for  USIS,  the  long-term  viability  of 
USIS  and  its  prospects,  the  level  of  cooperation  USIS  can  expect 
from  the  various  branches  of  the  Federal  Government,  and  the  ulti- 
mate security  of  the  record  that  USIS  is  in  charge  of 

All  of  these  issues,  I  think,  we  have  an  opportunity  to  explore 
today  thanks  to  your  interest,  Mr.  Chairman,  and  your  willingness 
to  take  on  this  task  of  oversight.  Thank  you,  sir. 

Mr.  Mica.  I  thank  the  gentleman  from  Pennsylvania. 

[The  prepared  statement  of  Hon.  Phil  English  follows:] 
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October  17,  1996 

Testimony  of  Rep.  Phil  English 

At  the  Government  Reform  and  Oversight  Civil  Service  Subcommittee 

Hearing  in  Butler  County,  Pennsylvania 

I  would  like  to  thank  the  Civil  Service  Subcommittee  Chairman  Mica,  and  Rep.  Burton 
for  holding  this  hearing  to  review  the  progress  of  U.S.  Investigations  Services,  Inc  (USIS).  As 
the  Member  who  represents  the  district  in  which  USIS  is  headquartered,  I  am  extremely 
interested  in  its  operation.  The  company  employs  over  240  people  from  the  surrounding  area  and 
its  success  is  understandably  important  to  me.  In  the  past,  I  have  been  sincerely  skeptical  of  the 
Office  of  Personnel  Management's  plans  to  privatize  its  Office  of  Federal  Investigations  (OFI) 
and  the  Federal  Processing  Center  (FIPC).  I  opposed  the  privatization  plan  as  outlined  by  0PM 
and  advocated  delaying  the  closing  until  better  studies  could  be  completed.  However,  we  are 
now  irreversibly  beyond  that  point  and  I  believe  Congress  must  continue  its  role  as  a  watchdog 
to  strengthen  the  planning. 

Many  of  my  concerns  about  the  transition  made  by  USIS  can  be  traced  back  to  the 
pressure  the  Clinton  Administration  placed  on  the  Office  of  Personnel  Management  (0PM).  At  a 
previous  subcommittee  hearing,  it  became  embarrassingly  clear  that  no  financial  methodology 
was  considered  before  going  forward  with  the  closing  of  the  OFI.  As  the  Comptroller  for  the 
Office  of  Management  and  Budget  (0MB)  frankly  noted  to  the  Subcommittee,  the 
Administration  made  a  decision  to  get  OPM  out  of  a  line  of  work  that  had  been  recently  losing 
money.  Obviously,  there  were  some  financial  problems  at  OFI,  but  did  the  Administration 
realize  where  it  was  going? 

Unfortunately,  a  few  loose  ends  have  occurred  during  the  transition  that  need  to  be  ironed 
out.  Last  July,  the  Dept  of  Energy  terminated  access  for  USIS  investigators  under  the  National 
Industrial  Security  Program  (NISP)  because  they  were  no  longer  employed  by  a  federal  agency. 
Fortunately,  the  Department  of  Defense,  which  manages  the  NISP,  provided  USIS  with  the 
interim  security  clearances  necessary  for  access  to  confidential  information.  A  similar  problem 
also  occurred  at  the  FBI's  National  Crime  Information  Center.  If  USIS  is  to  become  an  effective 
player  in  the  field  of  background  investigations,  the  issue  of  access  must  be  resolved  in  a  way 
that  allows  its  investigators  to  do  their  jobs  while  protecting  people's  privacy  rights.  However,  I 
want  to  note  that  these  are  temporary  problems  that  should  be  put  in  perspective. 

USIS  has  made  substantial  progress  given  the  situation  presented  to  it.  It  has  entered 
unchartered  territory  as  the  first  company  formed  through  the  privatization  of  a  government 
operation.  As  the  largest  investigations  company  in  North  America,  USIS  has  the  capability  to 
not  only  meet  what  was  asked  of  the  former  OFI,  but  to  expand  its  background  investigations  to 
meet  state  and  local  needs,  an  area  that  was  previously  unavailable  to  the  former  OFI.  As  I  said 
before,  this  venture  of  national  significance  calls  Butler  County  its  home.  USIS  has  a  $6  million 
payroll  which,  whe»  added  with  other  parts  of  its  budget,  has  a  $  1 3  milliotrimpact  on  the  Butler 
economy.  I  welcome  what  this  contribution  will  do  for  the  surroimding  communities  and  I 
believe  Congress  and  OPM  should  provide  every  reasonable  opportunity  for  USIS  to  succeed. 

I  want  to  close  by  thanking  the  Subcommittee  for  holding  the  hearing  and  I  look  forward 
to  working  with  everyone  to  resolve  the  issues  I  have  raised. 
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Mr.  Mica.  I  have  an  opening  statement  from  the  gentleman  from 
Indiana,  Mr.  Burton.  Without  objection,  his  statement  will  be  made 
a  part  of  the  record. 

[The  prepared  statement  of  Hon.  Dan  Burton  follows:] 
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OPENING  STATEMENT 

THE  HONORABLE  DAN  BURTON 

OCTOBER  17,  1996 


MR.  CHAIRMAN,  THANK  YOU  FOR  HOLDING 
THIS  HEARING  TODAY.    IT'S  GOOD  FOR  THIS 
SUBCOMMITTEE  TO  HAVE  THE  OPPORTUNITY  TO 
EXAMINE  IMPORTANT  ISSUES  FROM  A  FIELD 
PERSPECTIVE. 

U.S.  INVESTIGATIONS  SERVICES,  INC.,  AN 
EMPLOYEE-OWNED  COMPANY,  IS  RESPONSIBLE 
FOR  THE  BACKGROUND  INVESTIGATION 
FUNCTION  THAT  WAS  FORMERLY  PERFORMED 
BY  OPM'S  OFFICE  OF  FEDERAL 
INVESTIGATIONS.    THE  BACKGROUND 
INVESTIGATION  PROCESS  IS  ESSENTIAL  TO  OUR 
NATIONAL  SECURITY  AND  TO  MAINTAINING 
INTEGRITY  IN  GOVERNMENT    FEDERAL 
AGENCIES  NEED  TO  HAVE  A  WAY  TO  MAKE 
CERTAIN  THAT  INDIVIDUALS  WHO  SERVE  IN 
IMPORTANT  DECISION  MAKING  CAPACITIES,  OR 
HAVE  ACCESS  TO  CLASSIFIED  INFORMATION, 
DO  NOT  HAVE  CRIMINAL  RECORDS  OR  OTHER 
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SERIOUS  CHARACTER  DEFICIENCIES  THAT 
WOULD  PUT  THE  AMERICAN  PUBLIC  AT  RISK. 

AS  ANYONE  WHO  HAS  FOLLOWED  THE  NEWS 
THIS  YEAR  KNOWS,  WE  HAVE  SEEN  WHAT  CAN 
HAPPEN  WHEN  THE  SAFEGUARDS  AGAINST 
IMPROPER  DISCLOSURE  OF  SENSITIVE 
INFORMATION  IN  BACKGROUND  INVESTIGATION 
FILES  ARE  COMPROMISED.    WHETHER 
INTENTIONAL  OR  NOT,  ALLOWING  THIS 
INFORMATION  TO  BE  USED  FOR  ANYTHING 
OTHER  THAN  THE  PURPOSE  FOR  WHICH  IT  IS 
INTENDED  CAN  HAVE  DEVASTATING  RESULTS 
FOR  THE  PRIVACY  OF  THE  INDIVIDUALS 
CONCERNED.    THE  FEDERAL  GOVERNMENT  AND 
USIS  MUST  ENSURE  THAT  THE 
CONFIDENTIALITY  OF  PERSONAL  INFORMATION 
GATHERED  IN  BACKGROUND  INVESTIGATIONS 
IS  PROTECTED. 

I  AM  SENSITIVE  TO  THE  DIFFICULTIES, 
ESPECIALLY  FOR  THE  EMPLOYEES  OF  THE 
FORMER  OFFICE  OF  FEDERAL  INVESTIGATIONS, 
OF  MAKING  THE  TRANSITION  TO  A  PRIVATE 
SECTOR  COMPANY.    IN  MY  DISTRICT  IN 
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INDIANAPOLIS,  INDIANA,  WE  ARE  IN  THE 
PROCESS  OF  PRIVATIZING  THE  NAVAL  AIR 
WARFARE  CENTER.    THIS  HAS  NOT  BEEN  EASY, 
BUT  IN  MY  DISTRICT  JOBS  WILL  BE  SAVED,  AND  I 
BELIEVE  THAT  THERE  WILL  BE  OPPORTUNITIES 
FOR  THIS  FACILITY  TO  GROW  IN  THE  FUTURE. 
LIKEWISE,  USIS  HAS  THE  OPPORTUNITY  TO 
BECOME  A  PROFITABLE  BUSINESS,  AND  WE  ON 
THIS  SUBCOMMITTEE  WANT  TO  DO  EVERYTHING 
WE  CAN  TO  HELP  IT  SUCCEED. 

I  LOOK  FORWARD  TO  TODAY'S  TESTIMONY 
AND  THE  DISCUSSION  TO  FOLLOW. 
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Mr.  Mica.  We  have  three  panels  in  this  hearing.  The  first  panel 
consists  of  the  Office  of  Personnel  Management,  Director  James 
King;  Mr.  Richard  Ferris,  OPM's  Acting  Associate  Director  for  In- 
vestigations; and  Ms.  Kathy  Dillaman,  who  is  acting  program  man- 
ager at  OPM's  Boyers  facility. 

The  second  panel  that  we'll  have  today  will  consist  of  representa- 
tives of  the  U.S.  Investigations  Service,  Inc.,  led  by  the  firm's  chief 
executive  officer,  Philip  Harper.  He  will  be  accompanied  by  Larry 
Sievers,  the  chief  financial  officer,  and  Ms.  Lynn  Craig,  director  of 
product  input  division.  Mr.  Mark  Enterline,  an  investigator  who 
made  the  transition  from  0PM  to  the  new  company  will  also  ap- 
pear on  the  panel. 

In  our  third  panel,  we've  invited  representatives  from  the  local 
business  and  civic  community.  I  believe  we'll  be  hearing  from  Ms. 
Linda  Harvey,  who  is  currently  the  chief  clerk  for  the  Butler  Coun- 
ty Commissioners.  Well,  she  served  a  few  weeks  ago  as  the  execu- 
tive director  of  the  Butler  County  Chamber  of  Commerce,  and  she'll 
be  here  speaking  on  behalf  of  both  of  those  organizations. 

Those  are  our  witnesses  and  our  panels  and  I'd  like  to  welcome 
our  first  panel.  I  might  also  add,  and  some  of  our  witnesses  know 
that  this  subcommittee  is  an  investigations  and  oversight  commit- 
tee of  the  House  of  Representatives.  Because  of  that,  it  is  cus- 
tomary that  we  swear  in  our  witnesses.  So,  if  you'll  please  stand, 
and  raise  your  right  hand. 

[Witnesses  sworn.] 

Mr.  Mica.  The  record  will  reflect  that  the  witnesses  answered  in 
the  affirmative. 

It's  also  the  custom  of  our  subcommittee  and  our  committee  to 
ask  the  witnesses  to  limit  their  verbal  presentations  to  5  minutes. 
For  the  record,  we  will  submit  any  additional  lengthy  testimony 
which  will  be  part  of  this  congressional  hearing  record. 

With  those  comments,  I'm  pleased  to  welcome  a  gentleman  who 
is  not  a  stranger  to  our  panel,  the  Director  of  0PM,  the  Honorable 
James  King. 

You're  recognized,  sir,  for  5  minutes. 

STATEMENT  OF  JAMES  B.  KING,  DIRECTOR,  OFFICE  OF  PER- 
SONNEL MANAGEMENT,  ACCOMPANIED  BY  RICHARD  FER- 
RIS, ACTING  ASSOCIATE  DIRECTOR,  OPM;  AND  KATHY 
DILLAMAN,  PROGRAM  MANAGER,  OPM 

Mr.  King.  Thank  you.  Chairman  Mica  and  Congressman  English. 

I  want  to  thank  you  for  this  opportunity  to  discuss  the  Office  of 
Personnel  Management's  role  in  creating  U.S.  Investigations  Serv- 
ices, Inc.,  or  USIS,  Inc.,  or  just  USIS  as  we  know  it  now,  which  is 
the  first  employee-owned  company  ever  formed  through  privatiza- 
tion of  a  Government  operation  in  the  220  years  of  our  Republic, 
if  my  numbers  on  that  are  correct. 

I'm  joined  today,  as  you  mentioned,  by  Mr.  Richard  Ferris,  who 
is  OPM's  Acting  Associate  Director  for  Investigations,  on  my  right; 
and  Ms.  Kathy  Dillaman,  who  is  the  program  manager — the  acting 
has  been  removed.  I'm  sorry,  Mr.  Chairman.  It's  been  updated. 
That  promotion  has  become  permanent. 

Mr.  Mica.  Thank  you. 
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Mr.  King.  She's  the  program  manager  of  the  Federal  Investiga- 
tions Processing  Center  in  Boyers,  who  will  be  available  to  the 
committee  if  needed. 

As  you  know,  Mr.  Chairman,  a  great  deal  of  planning  and  hard 
work  went  into  the  creation  of  USIS.  I  would  like  to  briefly  review 
that  work  for  the  benefit  of  those  who  may  not  know  the  history 
and  the  historic  importance  of  this  unique  new  organization. 

OPM  began  carrying  out  background  investigations  for  the  Gov- 
ernment agencies  in  its  creation  in  1979.  They  had  been  doing  it 
though  as  an  organization  when  it  was  the  Civil  Service  Commis- 
sion for  26  years  before  that.  We  were  able  to  provide  this  service 
on  a  reimbursable,  financially  self-sufficient  basis.  However,  as  I 
learned  after  joining  OPM  in  1993,  the  investigations  program  had, 
for  nearly  10  years,  been  operating  in  debt  and  had  accumulated 
losses  that  finally  reached  $24  million  and  were  still  rising  at  that 
time. 

The  problem  was  not  our  employees,  per  se,  but  the  difficulty  a 
Federal  agency  had  in  coping  with  the  fast-changing  market  condi- 
tions which  you  described  quite  vividly,  Mr.  Chairman,  given  its 
fixed  costs  and  overhead.  To  deal  with  these  unacceptable  losses, 
we  had  no  choice  but  to  RTF  443  employees  nationwide  in  March 
1994. 

On  December  19,  1994,  President  Clinton  announced  plans  for  a 
second  phase  of  the  reinvention  of  Grovemment  which  included  the 
privatization  of  our  investigations  unit.  Our  research  led  us  to  be- 
lieve that  an  employee  stock  ownership  plan,  or  ESOP,  would  be 
the  privatization  option  that  would  fully  meet  the  goals  of  best 
serving  the  taxpayers,  our  customers,  and  our  employees.  Our  cus- 
tomers were  all  Federal  agencies. 

Early  in  1995,  we  signed  a  contract  with  ESOP  Advisors,  Inc.,  of 
Reston,  VA  for  a  feasibility  study  on  this  particular  program  and 
approach.  On  March  31,  1995,  they  reported — and  by  the  way,  it 
might  be  helpful  to  the  audience  if  you  can  see  the  steps  that  we 
took  at  each  one  of  these  phases.  March  31,  1995,  they  reported 
that  an  ESOP  was  feasible  but  only  if  the  new  company  was  grant- 
ed a  sole-source  contract  to  perform  Government  investigations, 
and  for  not  less  than  3  years  with  that  sole-source  contract,  and 
only  if  a  substantial  number  of  our  then  current  employees  joined 
the  new  company. 

In  June  1995,  we  contracted  with  Marine  Midland  Bank  of  New 
York  to  act  as  a  trustee  to  establish  the  ESOP.  Marine  Midland 
worked  with  American  Capital  Strategies,  Inc.,  an  experienced  ven- 
ture capital  investment  organization,  and  the  respected  Washing- 
ton law  firm  of  Arnold  &  Porter  to  design  and  form  the  ESOP  and 
to  assure  that  it  protected  our  employees'  interests.  On  June  15, 
1995,  I  testified  before  the  House  Subcommittee  on  the  Civil  Serv- 
ice regarding  plans  for  the  ESOP. 

In  November  1995,  OPM  awarded  a  contract  for  an  independent 
cost  benefit  analysis  of  the  planned  ESOP.  On  March  5,  1996,  we 
received  an  estimate  that  USIS  would  save  the  taxpayers  at  least 
$25  million  over  its  first  5  years  of  existence. 

On  February  26  of  this  year,  several  members  of  the  OPM  staff 
went  to  Capitol  Hill  to  brief  members  of  the  staff  of  the  Civil  Serv- 
ice Subcommittee  on  plans  for  implementation  of  the  contract  with 
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USIS.  On  March  7,  pursuant  to  the  law,  I  officially  notified  Con- 
gress that  I  had  determined  it  to  be  in  the  public  interest  for  0PM 
to  award  a  sole-source  contract  for  investigative  services  to  USIS. 
The  same  information  was  sent  on  the  same  day  to  you,  Mr.  Chair- 
man, and  to  Chairman  dinger,  along  with  a  copy  of  OPM's  pro- 
posed contract  with  USIS,  and  copies  of  the  proposed  budget.  Cop- 
ies of  the  proposed  contract  also  went  to  the  other  members  of  the 
subcommittee  and  interested  Members,  including  Mr.  English  who 
is  with  us  today. 

Following  this  notification,  after  waiting  more  than  the  required 
30  days  and  receiving  no  objections  from  either  House  of  Congress, 
0PM  signed  the  contract  with  USIS  on  April  12  of  this  year.  Early 
in  May,  a  reduction-in-force  notice  went  out  in  writing  to  706  mem- 
bers of  our  investigations  staff.  Then  within  24  hours,  as  they  were 
previously  alerted  to,  all  these  employees  were  sent  job  offers  from 
USIS  at  the  same  pay  and  comparable  benefits.  Of  the  706  employ- 
ees, 681  accepted  employment  with  USIS.  The  new  company  began 
operations  on  Sunday,  July  7,  1996,  and  has  been  in  business  now 
for  just  slightly  over  100  days. 

About  240  USIS  employees  are  working  in  Boyers  and  just  about 
400  others  are  conducting  investigations  in  other  locations  across 
America.  USIS  is  free  to  conduct  nongovernmental  work  for  the 
private  sector.  It  is  that  business  potential  that  should  give  them 
the  real  job  security  that  they  have  been  seeking  and  I  believe  de- 
serve. Thanks  to  this  privatization,  more  than  240  jobs  have  been 
kept  in  this  community  that  might  have  been  lost  had  we  taken  the 
other  alternative  and  gone  straight  into  the  private  sector  without 
the  ESOP. 

Yet,  OPM's  No.  1  concern  must  be  the  quality,  security,  and  in- 
tegrity of  the  background  investigations  themselves  and  of  the  ma- 
terial gathered  by  them.  The  question  has  been  asked,  will  this  pri- 
vate profitmaking  corporation  protect  the  confidentiality  of  the  files 
as  vigilantly  as  Federal  employees  did?  0PM  determined  that  with 
regard  to  background  investigations,  certain  functions  are  inher- 
ently governmental.  These  include  policymaking,  oversight,  propri- 
etary rights,  the  actual  custody  of  the  information  gathered,  and 
the  personnel  files  that  are  generated  by  that  work. 

Beyond  that,  we  concluded  that  fact  gathering  could  be  per- 
formed by  a  private  company  and  has  been  by  contract,  on  a  lim- 
ited scale,  in  the  past  for  the  Gk)vernment  in  a  number  of  other 
agencies.  0PM  has  about  25  employees  now  in  Boyers — that  is  Fed- 
eral employees — another  15  in  its  Washington  office,  who  are  dedi- 
cated to  providing  policy  oversight  and  to  assuring  the  highest 
standards  of  security.  All  material  gathered  by  USIS  for  Federal 
investigations  continues  to  be  Government  property.  The  Privacy 
Act  will  continue  to  apply  to  all  information  collected.  Employees 
of  USIS  will  continue  to  meet  the  high  standards  they  have  in  the 
past.  Those  standards  were  set  by  0PM  and  we  will  continue  to  ex- 
pect that  be  maintained. 

The  employees  of  USIS  understand  that  their  very  survival  de- 
pends on  meeting  the  highest  standards  of  security  as  so  stated. 
We  absolutely  reject  the  idea  advanced  by  some  that  the  private 
sector  cannot  be  trusted. 
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There  have  been  concerns  expressed  about  whether  USIS  would 
have  the  same  level  of  access  to  State  and  local  law  enforcement 
records  that  0PM  enjoyed.  I  can  report  to  you  that  any  problems 
that  may  have  existed  have  been  resolved  and  resolved  quickly.  We 
now  have  completed  successfully,  more  than  11,000  investigations. 
I  would  stress  that — and  that  is  I'm  saying  this  in  partnership  with 
USIS,  but  USIS  being  the  action  officer  in  it — I  would  stress  that 
as  the  Federal  Government  continues  to  downsize,  it  will  be  vital 
that  USIS  expand  its  market  in  the  private  sector  and  with  State 
and  local  governments  which  it  was  barred  from  doing  under  the 
Federal  laws  governing  its  conduct  when  it  was  a  Federal  activity. 

We  believe  that  the  future  of  USIS  is  bright.  That  employee  own- 
ers of  USIS  bring  patriotism,  integrity,  and  hard  work  to  an  ex- 
tremely important  job.  In  short,  we  believe  that  the  creation  of 
USIS  is  a  decent,  creative,  cost-effective  and  productive  way  to  deed 
with  the  reality  of  Government  downsizing. 

I  can't  thank  you  enough,  Mr.  Chairman,  for  your  time  and  at- 
tention, and  to  you,  Mr.  English.  My  colleagues  and  I  would  be 
glad  to  respond  to  your  questions  as  best  we  can. 

[The  prepared  statement  of  Mr.  King  follows:] 
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OFFICE  OP  PERSONNEL  MANAGEMENT 

before  the 

SUBCOMMITTEE  ON  CIVIL  SERVICE 
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at  an  oversight  hearing  on 

THE  PRIVATIZATION  OF  OPM'S  INVESTIGATIONS  UNIT 

October  17,  1996 


Chairman  Mica  and  members  of  the  subcommittee,  I  want  to 
thank  you  for  this  opportunity  to  discuss  with  you  the  Office  of 
Personnel  Msmagement ' s  role  in  creating  US  Investigations  Services, 
Inc.,  or  USIS  Inc.,  the  first  employee -o%med  company  to  be  formed 
through  the  privatization  of  a  government  operation  in  more  than 
two  hundred  and  twenty  year  of  our  nation's  history. 

I  also  want  to  emphasize  our  confidence  in  its  present 
working  staff  and  their  future,  and  our  ai^reciation  for  the 
support  they  have  received  from  yourself,  Mr.  Chairman. 

I  am  joined  today  by  Mr.  Richard  Ferris,  OPM's  acting 
associate  director  tor  investigations,  and  Ms.  Kathy  Dillaman, 
program  manager  of  the  federal  investigations  processing  center  in 
Beyers,  who  will  be  available  to  the  comnittee  if  needed. 

As  you  know,  Mr.  Chairman,  a  great  deal  of  study, 
planning  and  hard  work  went  into  the  creation  of  USIS,  Inc. 

I  would  like  to  review  that  work,  for  the  benefit  of 
those  who  may  not  know  the  history  -  and,  quite  frankly,  the 
historical  Importance  --of  this  unique  new  organization. 

Let  me  begin  by  saying  that  our  highest  priority  has  been 
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to  ensure  the  security,  the  integrity,  and  the  quality  of  the  work 
done  by  USIS. 

I  want  to  make  clear  our  absolute  conviction  that  USIS 
and  its  employees  here  in  western  Pennsylvania  can  provide  those 
three  essential  qualities  --  as  well  as  great  skill,  hard  work  and 
patriotism. 

Mr.  Chairman,  0PM' b  predecessor,  the  Civil  Service 
Commission,  began  c«urrying  out  background  investigations  for 
government  agencies  in  1953,  and  0PM  assumed  that  responsibility 
upon  its  creation  in  1979.  Over  the  years  we  served  more  than  a 
hundred  agencies,  and  in  recent  years  some  of  our  major  customers 
were  the  Immigration  and  Naturalization  Service  and  the  Department 
of  Energy. 

We  were  to  provide  this  service  on  a  reimbursaJsle  basis, 
operating  with  an  entrepreneurial  revolving  fund,  and  the  program 
was  required  to  be  financially  self-sufficient. 

However,  as  I  learned  after  joining  0PM  in  1993,  the 
investigations  program  had  for  nearly  ten  years  been  operating  in 
debt  and  had  accumulated  losses  that  finally  reached  nearly  $24 
million  dollars  and  were  still  rising.  We  were  "not  market  or 
customer  sensitive." 

The  problem  was  not  with  our  employees,  who  were  --  and 
are  --  skilled  and  dedicated  individuals.  The  problem  was  the 
difficulty  a  federal  agency  had  in  coping  with  fast -changing  market 
conditions,  given  its  fixed  costs  eind  overhead  --  and  yet 
continuing  to  remain  financially  viable. 

It  was  in  September  of  1993  that  a  National  Perform2uice 
Review  report  first  suggested  that  our  investigations  might  be 
better  carried  out  in  the  private  sector,  where  its  managers  and 
employees  would  have  the  flexibility  to  deal  with  changing  market 
conditions. 

In  December  of  1993  and  January  of  1994,  as  the 
investigations  unit  losses  reached  record  levels,  we  held  Town 
Meetings  with  our  etiployees  telling  them  that  reductions  in  force 
(RIFs)  were  going  to  be  necessary.  Quite  frankly,  at  that  point,  we 
were  face  to  face  with  the  Anti -Deficiency  Act  --or  what  «rould  be 
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called  bankruptcy  in  the  private  sector. 

In  March  of  1994  I  appointed  a  new  Associate  Director  for 
the  Investigations  Group  and  RIF  notices  were  sent  to  more  than  400 
employees  of  that  unit.  Two  months  later,  in  May,  443  employees 
were  in  fact  separated. 

On  December  19,  1994,  President  Clinton  announced  plana 
for  the  second  phase  of  the  reinvention  of  government,  which 
included  the  privatization  of  our  investigations  unit. 

In  January  of  1995,  0PM  met  with  the  security  chiefs  of 
other  agencies,  who  made  it  clear  that  they  did  not  want  the 
responsibility  for  conducting  background  investigations,  nor  did 
they  want  to  deal  with  a  number  of  different  contractors.  Rather, 
even  after  privatization,  they  wanted  0PM  to  retain  oversight  over 
--  and  be  the  focal  point  for  --  federal  backgrovind  investigations. 

By  February  of  1995,  as  we  at  0PM  considered  various 
privatization  options,  we  agreed  that  whatever  option  we  pursued 
must  meet  three  criteria. 

First,  we  must  do  what  was  best  lor  the  American  people 
- -  the  taxpayers . 

Second,  we  must  do  what  was  best  for  our  customers,  the 
government  agencies,  and  that  would  include  both  continued  high- 
quality  service  and  a  seamless  transition  to  the  new  program, 
whatever  it  proved  to  be. 

Third,  we  must  do  what  was  best  for  our  employees. 

Our  research  led  us  to  believe  that  an  Employee  Stock 
Ownership  Plan,  or  ESOP,  might  be  the  option  that  would  roost  fully 
meet  those  three  goals. 

Early  in  1995,  we  signed  a  contract  with  ESOP  Advisors, 
Inc.,  of  Reston,  Virginia,  for  a  feasibility  study  of  an  ESOP.  On 
March  31  of  1995,  ESOP  Advisors,  Inc.,  reported  back  that  an  ESOP 
ua£  feasible,  but  only  if  the  new  company  was  granted  a  sole-source 
contract  to  perform  government  investigations,  for  not  less  than 
three  years,  amd  only  if  a  substantial  number  of  our  then-current 
en^loyees  joined  the  new  company. 
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After  reviewing  all  options,  and  after  polling  the 
members  of  our  investigations  unit  we  went  ahead  with  plans  for  the 
ESOP.  I  should  explain  that,  while  some  of  the  employees  objected 
to  the  privatization,  they  overwhelming  agreed  that  --  if  it  was  to 
happen  --  the  ESOP  was  the  option  they  preferred. 

Our  investigators  were  highly  skilled  individuals  who 
could  have  found  employment  with  the  private  investigating 
companies  that  presently  do  government  work  by  contract  with  such 
agencies  as  the  DBA  and  the  U.S.  Customs  Service. 

However,  0PM  believed  it  would  be  better  for  the  public 
interest,  better  for  our  customers,  and  better  for  the  employees 
themselves  if  they  were  part  of  an  ESOP  that  would  permit  them  to 
continue  to  conduct  investigations  as  part  of  an  employee- owned, 
tax-paying,  nongovernmental  organization. 

They  would  own  the  new  corporation.  This  would  be  a  new 
departure  for  government.  In  the  past,  agencies  have  privatized  in 
the  sense  of  contracting  out  --  everything  from  food  services  and 
building  security  to  researching  and  producing  top-secret  weapons 
systems.  But  never  before  had  an  agency  proposed  to  help  its  own 
employees  start  their  own  profit  making,  tax-paying  company  --  and 
one  in  which  the  highest  standards  would  be  the  norm. 

In  June  of  1995,  we  contracted  with  Marine  Midland  Bank 
of  New  York  to  act  as  trustee  to  establish  the  ESOP.  Marine 
Midland,  which  had  extensive  experience  in  creating  ESOPs,  worked 
with  American  Capital  Strategies,  Inc.,  an  experienced  venture 
capital  investment  organization,  and  the  respected  Washington  law 
firm  of  Arnold  and  Porter  to  design  and  form  the  ESOP  and  ensure 
that  it  protected  our  employees'  interests. 

On  June  15,  1995,  I  testified  before  the  House 
Subcommittee  on  Civil  Service  regarding  the  trustee,  our  progress 
on  privatization,  and  the  inqportance  and  propriety  of  the  planned 
sole- source  contract. 

In  November  of  1995  0PM  awarded  a  contract  to 
Kormendi/Gardner  Partners,  of  Washington,  D.C. ,  for  an  independent 
cost-benefit  analysis  of  the  planned  ESOP.  On  March  5,  1996,  they 
gave  ue  their  estimate:  that  USIS  would  save  the  taxpayers  $25 
million  over  its  first  five  years  of  existence.  Mr.  Chairman,  that 
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is  $5  million  a  year  --  and  I  believe  it  will  prove  to  be  a 
conservative  estimate. 

We  anticipate  savings  in  three  main  areas: 

First  --  and  this  may  acco\mt  for  half  the  savings  --by 
substantial  reductions  in  the  government's  pension  liabilities; 

Second,  because  USIS  should  achieve  operating 
efficiencies  that  will  produce  lower  costs  to  agencies  for 
investigations  in  the  future;  and 

Third,  because  USIS  will  pay  taxes  on  its  earnings. 

To  continue  my  chronology,  on  February  26  of  this  year, 
several  members  of  my  staff  and  of  the  investigations  unit  went  to 
Capitol  Hill  to  brief  members  of  the  staff  of  the  Civil  Service 
Subcommittee  on  plans  for  implementation  of  the  contract  with  USIS. 

On  March  7,  pursxiant  to  law,  I  sent  letters  to 
Representative  Newt  Gingrich,  the  Speaker  of  the  House,  and  to  Vice 
President  Gore,  the  President  of  the  Senate,  to  officially  notify 
the  Congress  that  I  had  determined  it  to  be  in  the  public  interest 
for  0PM  to  award  a  sole-source  contract  for  investigative  services 
to  USIS.  I  enclosed  a  copy  of  my  Determination  and  Findings  on 
Public  Interest  Exception  for  the  Procurement  of  Investigative 
Services.  The  same  information  was  sent,  on  the  same  day,  to  you, 
Mr.  Mica,  as  chairman  of  the  House  Subcommittee  on  Civil  Service, 
and  to  Mr.  dinger,  as  chairman  of  the  House  Conmittee  on 
Government  Reform  and  Oversight,  along  with  a  copy  of  OPM's 
proposed  contract  with  USIS.  Copies  of  the  proposed  contract  also 
went  to  the  other  members  of  the  subcommittee:  Mr.  Bass,  Mr. 
Oilman, Mr.  Burton,  Ms.  Morella,  Mr.  Moran  and  Mr.  Holden. 

Following  this  notification,  after  waiting  more  than  the 
required  30  days,  and  receiving  no  objection  from  either  House  of 
Congress,  0PM  signed  the  contract  with  USIS  on  April  12  of  this 
year. 

Early  in  May,  reduction  in  force  (RIF)  notices  went  out 
in  wrriting  to  706  members  of  our  investigations  staff,  stating  that 
their  federal  employment  would  end  in  60  days.  Then,  within  24 
hours,  all  of  these  en^loyees  were  sent  job  offers  from  USIS,  at 
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comparable  pay  and  benefits.  Of  the  706  employees,  681  accepted 
employment'  with  USIS,  an  acceptance  rate  of  about  96%. 

I  might  add  that,  of  the  706  employees  who  received  RIF 
notices,  there  has  been  only  one  appeal  to  the  Merit  Systems 
Protection  Board. 

in  May,  soon  after  the  RIF  notices  were  issued,  0PM' a 
human  resovirces  staff  briefed  all  those  affected  on  severance  pay, 
retirement  benefits  and  related  issues.  Also  in  May,  USIS's  CBO, 
Phil  Harper,  briefed  them  on  the  coiq>any'8  operations  euid  benefits. 

On  May  22,  1996,  after  legislation  was  introduced  to 
block  the  privatization,  I  appeared  before  the  House  Subconmittee 
on  Oovernment  Mcuiagement,  Information  and  Technology,  and  stated 
our  deep  concern  about  any  delay  that  would  endanger  the  future  of 
our  enploy^es. 

The  new  company  officially  began  operations  on  Sunday, 
July  7,  1996  --  achieving  the  seamless  transition  for  our  customers 
that  was  oilie  of  our  goals. 

Today,  USIS  is  very  much  in  business  and  has  been  for 
almost  thriee  months.  About  240  USIS  employees  are  working  in 
Boyers,  and  more  than  400  others  are  conducting  investigations  in 
other  locations  across  America. 

Because  of  USIS,  Western  Pennsylvania  is  the  national 
headquarters  of  the  very  important  business  of  conducting 
backgrovind  investigations  for  the  U.S.  government  and  others. 

OSIS  is  free  to  conduct  non  federal,  nongovernmental 
work,  for  t;he  private  sector  --  and  it  is  that  business  potential 
that  should  give  them  real  job  security  and  success  with  their  new 
company.  They  can  now  be  customer  and  market-sensitive. 

I  am  personally  proud  of  the  contribution  we  have  been 
able  to  makie  to  this  community  and  this  part  of  the  state.  I  know 
that  in  19^0  Pullman  Standard  closed  and  cost  this  area  perhaps 
2,500  jobs.  I  know  that  just  this  year  Nationwide  Insurance  closed 
and  cost  another  300  jobs,  and  that  Penn  Power  is  downsizing.  And 
we  all  know;  that  the  federal  government  itself  is  downsizing  --  and 
will  continue  to  downsize  in  the  months  ahead. 
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The  federal  government  is  today  at  least  11%  smaller  than 
when  Presidfcnt  Clinton  took  office  and  0PM  itself  is  more  than  44% 
smaller. 

Ahd  yet,  thanks  to  this  privatization,  leading  to  the 
creation  of.  USIS,  more  than  230  jobs  have  been  kept  in  this 
community  tlhat  might  have  been  lost  without  the  ESOP. 

li  might  add  that  0PM' s  Retirement  and  Insuremce  Service 
has  about  4^0  people  working  in  its  Retirement  Operations  Center 
here  in  Wejstem  Pennsylvania.  This  has  also  made  an  important 
contributic|n  to  the  economic  health  of  Western  Pennsylvania, 

ijt  has  been  no  small  factor  in  maintaining  these  jobs 
that  our  ejmployees  here  in  Western  Pennsylvania  are  so  highly 
skilled,  sol  motivated,  so  patriotic  --  quite  frankly,  I  am  proud  of 
our  associajtion  with  them. 

Jjnd  yet  I  would  not  mislead  you.  OIW's  number-one  concern 
is  --  and  fflust  be  --  the  quality  and  security  and  integrity  of  the 
background  'investigations  and  the  material  gathered  by  them. 

•The  question  has  been  asked:  Will  this  private,  profit- 
making  cotiJany  protect  confidential  files  as  vigilantly  as  federal 
employees  qid?  This  is  a  serious  and  legitimate  question  and  I 
would  like  I  to  respond  to  it. 

(yPM  determined  that,  with  regard  to  background 
investigations,  certain  functions  are  inherently  governmental. 
These  incltjde  policy-making,  oversight,  proprietary  rights,  and  the 
actual  custody  of  information  gathered  and  personnel  files 
themselves : 

lleyond  that,  we  concluded  that  fact-gathering  could  be 
performed  l>y  a  private  company  --  as  it  has  been,  by  contract,  on 
a  limited  scale,  for  some  years. 


(pPM  has  about  25  en^loyees  in  Boyers,  and  another  15  In 
its  Washington  office,  who  are  dedicated  to  providing  policy 
oversight  lund  to  maintaining  the  highest  standards  of  security. 


All  material  gathered  by  USIS  for  federal  investigations 
continues  fo  be  government  property.  The  Privacy  Act  will  continue 


to  apply  to  all  the  information  collected.  Employees  of  USIS  --  who 
have  of  course  undergone  background  checks  in  the  past  --  will 
continue  to  meet  those  same  high  standards,  set  by  0PM,  as  will 
each  investigation  they  conduct. 

All  new  employees  will  also  undergo  background  checks  -- 
and  training  --  and  also  be  held  to  the  same  high  standards. 


I  have  said  this  before,  Mr.  Chairman,  and  it  is  worth 
saying  again:  The  success  and  the  very  survival  of  USIS  depend  upon 
its  meeting  the  highest  standards  of  security,  integrity,  and 
quality. 

Its  employees  know  that.  For  they  are  not  only  etrployees, 
they  are  the  owners  of  the  conpany,  with  a  huge  personal  and 
professional  stake  in  its  success.  And  they  understand  that  without 
the  highest  level  of  security,  there  is  no  future  for  USIS. 

He  absolutely  reject  the  idea  advanced  by  soroe  that  the 
private  sector  cannot  be  trusted. 

As  you  know,  Mr.  Chairman,  there  have  been  concerns 
expressed  about  «^ether  USIS  vrould  have  the  same  level  of  access  to 
state  and  local  law  enforcement  records  that  0PM  enjoyed.  I  can 
report  to  you  that  the  problems  that  existed  have  been  resolved. 

Let  me  also  stress  that,  as  the  federal  government 
continues  to  downsize,  it  will  be  vital  that  USIS  expand  its  market 
in  the  private  sector  and  with  state  and  local  governments.  For 
three  years  we  have  guaranteed  a  base  for  their  operations,  but  it 
may  not  be  a  constant  base,  and  USIS  must  look  to  other  business  to 
expand  and  prosper. 

He  believe  the  future  of  USIS  is  very  bright.  He  know  its 
workers.  They  have  been  our  fellow  en^loyees.  The  people  of  Western 
Pennsylvania  know  them  too,  and  understand  and  support  our 
confidence  In  them. 

The  employee /owners  of  USIS  bring  quality,  patriotism, 
and  integrity  to  an  extremely  lii?>ortant  job.  Quite  frankly,  they 
bring  the  best  of  the  American  character. 
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In  short,  Mr.  Chairman,  we  believe  the  creation  of  USIS 
is  a  decent,  creritive,  cost-effective,  smd  productive  way  to  deal 
with  the  reality  of  government  downsizing,  and  wo  believe  it  can  be 
a  model  for  other  such  actioiia  in  the  future. 

Thank  you,  Mr.  Chairmem  and  members  of  the  subcommittee, 
for  your  time  and  attention.  My  colleagues  and  I  will  be  glad  to 
take   your  questions. 

««# 
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Mr.  Mica.  I  thank  you  for  your  testimony,  Mr.  King  and  for  your 
efforts  to  work  with  us  on  this  transition.  It  has  created  some  prob- 
lems and  also  some  opportunities.  Again,  I  appreciate  your  coopera- 
tive effort  in  trying  to  see  that  the  concerns  are  met  of  the  sub- 
committee, Mr.  English,  and  others  who  have  expressed  concern 
about  what's  going  on. 

You  covered  some  of  the  policy  and  oversight  questions  associ- 
ated with  this  privatization.  I  was  going  to  ask  if  the  employees 
who  are  with  you,  they  do  not  have  opening  statements?  That's  cor- 
rect? 

Mr.  Ferris.  Correct. 

Mr.  Mica.  I'd  like  to  ask  if  I  could,  Mr.  Ferris,  if  you  could  tell 
me  what  your  responsibilities  will  be  now  vis-a-vis  this  new  oper- 
ation? 

Mr.  Ferris.  As  Acting  Associate  Director  of  Investigations,  I 
have  responsibility  for  the  staff  in  Washington,  DC,  and  also  the 
staff  in  Boyers,  PA.  We  have  a  new  member  of  the  SES  in  Boyers 
and  to  help  us  with  this,  Mr.  Frank  Milligan,  who  is  with  us  today. 
His  background  and  expertise  is  in  the  computer  security  area.  He 
has  been  tasked  with  coming  up  with  a  security  assurance  plan  for 
our  mainframe  and  the  data  therein. 

I  have  a  small  staff  in  Washington  to  do  the  policy  and  oversight. 
I  have  a  stEiff"  who  will  be  going  out  and  visiting  Federal  agencies, 
as  they've  done  in  the  past,  to  assess  how  they  are  in  compliance 
with  Executive  Order  10450,  which  requires  standards  with  respect 
to  designation  of  positions,  how  they  handle  OPM  investigations 
and  the  like. 

Essentially,  that's  it.  A  small  staff  to  get  into  agencies,  a  staff  in 
Boyers  to  monitor  the  work  of  USIS  and  their  quality  and  their 
timeliness. 

Mr.  Mica.  Thank  you. 

Ms.  Dillaman,  what's  your  role  now?  And  you're  now  permanent 
instead  of  acting? 

Ms.  Dillaman.  Yes;  I  am,  sir. 

Mr.  Mica.  Could  you  explain  to  the  subcommittee  your  respon- 
sibilities? 

Ms.  Dillaman.  As  program  manager  of  the  center  here  in 
Boyers,  I  have  four  divisions  who  work  in  completing  the  residual 
operating  responsibilities  of  OPM:  freedom  of  information,  mainte- 
nance of  files,  as  well  as  contract  management  oversight,  review  of 
USIS's  quality  control  systems,  and  assurance  that  the  systems  are 
maintained. 

Mr.  Mica.  Now,  you  are  still  an  OPM  employee? 

Ms.  Dillaman.  Yes,  sir. 

Mr.  Mica.  How  many  OPM  employees  will  remain  here? 

Ms.  Dillaman.  Twenty-five. 

Mr.  Mica.  Twenty-five?  And  what  activities  will  OPM  continue 
to  operate  and  manage  at  the  Boyers'  facility? 

Ms.  Dillaman.  Our  data  processing  branch  is  responsible  for 
maintenance  of  the  automated  systems.  The  system  itself  remains 
Federal,  along  with  all  the  information  it  contains.  Our  contract 
management  branch  reviews  the  quality  assurance  program  that 
USIS  has  installed  to  ensure  the  integrity  and  quality  of  the  prod- 
ucts produced.  Our  suitability  adjudication  branch  continues  to 
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oversee  and  complete  the  suitability  actions  that  remain  with 
0PM.  Our  program  services  office  continues  to  monitor  the  timeli- 
ness and  service  that  USIS  provides  its  Federal  customers. 

Mr.  Mica.  Mr.  King,  in  Washington,  what's  our  complement  now 
of  0PM  personnel  assigned  to  this  activity?  Is  there  any  reduction, 
any  change? 

Mr.  King.  Fifteen  at  this  time,  Mr.  Chairman. 

I'm  sorry.  I  interrupted  you. 

Mr.  Mica.  Is  that  a  reduction?  Is  this  the  same  complement  that 
we  had  before?  Is  there  any  savings  in  what  we've  done  or  are  we 
looking  at  basically  the  same  overhead  for  Washington? 

Mr.  Ferris. 

Mr.  Ferris.  Two-and-a-half  years  ago,  there  were  125  people  in 
the  Washington  central  office  of  the  program. 

Mr.  Mica.  And  we  now  have  15? 

Mr.  Ferris.  Yes,  sir. 

Mr.  Mica.  Any  other  reductions  in  force  that  are  a  direct  result 
at  any  other  levels  other  than  here? 

Mr.  King.  No.  No,  Mr.  Chairman.  The  early  reductions  in  force 
dealt  with  a  number  of  the  central  office  issues. 

Also,  Mr.  Chairman,  those  central  office  issues  were  resolved 
early.  We  had  planned  on  them  last  year  after  our  hearing  with 
you,  Mr.  Chairman,  in  anticipation  of  the  responsibilities  moving 
into  the  private  sector.  Whether  it  was  going  to  be  an  ESOP  or 
with  contractors,  as  we  suggested,  who  have  been  doing  this  work 
for  the  Government  for  a  number  of  years. 

Mr.  Mica.  We  tried  at  our  very  first  hearing  to  estimate  some  of 
the  costs  that  might  be  involved  in  bringing  about  this  privatiza- 
tion. Do  you  have  any  hard  figures  as  to  the  cost  to  date  to  bring 
this  about?  What's  the  cost  incurred  by  0PM  to  date? 

Mr.  King.  What  I'm  doing,  I'm  doing  quick  addition  in  my  head 
rather  than  total. 

Mr.  Chairman,  I  think  that's  an  excellent  question.  Let  me  get 
the  precise  numbers  to  you  and  the  committee  for  the  record. 

Mr.  Mica.  Could  you  provide  that  information  to  the  subcommit- 
tee? 

[The  information  referred  to  follows.] 


45-137    98-3 
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MAY&,1996 


COST  TO  THE  REVOLVING  FUND  OF  PRIVATIZATION 

OF  THE  INVESTIGATIONS  PROGRAM  OF  0PM 

BY  FORMING  AN  ESOP  COMPANY 


IS  Severance  pay  $8.4  million 

Feasibility  Study  $  .1  million 

Cost  Benefit  Study  $  .1  million 

Trustee  Contract  $  .5  million 

TOTAL  $9.1  Million 
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Mr.  Mica.  The  other  question  that  we're  looking  at  and  con- 
cerned about  is  if  there  are  any  additional  anticipated  costs,  again, 
from  0PM  to  complete  this  process?  Do  you  anticipate  additional 
expenses? 

Mr.  King.  Do  you  see  any  additional  expense? 

Mr.  Ferris.  Part  of  the  transition,  Mr.  Chairman,  involved  sever- 
ance for  the  employees  who  were  separated  and  that's  going  to  be 
continued  to  be  paid  out  through  this  year. 

Mr.  King.  But  that's  all  planned  and  was  built  into  the  original 
plan. 

But  I  don't  think  there's  an3rthing  unanticipated? 

Mr.  Ferris.  No. 

Mr.  King.  Not  at  this  time,  Mr.  Chairman. 

However,  as  you  know,  anytime  you're  dealing  with  something 
as — maybe  I'm  old-fashioned  in  a  sense.  Anytime  you're  dealing 
with  high  technology,  there's  a  thing  called  crashing,  I  think,  as 
you  all  know.  So,  we're  always  going  to  be  vulnerable  to  the  me- 
chanical aspects  and  electronic  aspects  we  work  with.  So  far,  over 
the  years  we  haven't  had  any  difficulties.  Mr.  Milligan  is  continu- 
ing to  work  hard  to  be  certain  we  don't.  Other  than  that,  we  don't 
anticipate  any  problems. 

Mr.  Mica.  Do  you  know  of  any  reductions  in  costs  or  savings  to 
any  of  the  agencies  you  serve,  or  additional  savings  or  costs? 

Mr.  King.  According  to  the  survey — and  I  should  yield  to  USIS 
on  this,  but  according  to  the  survey  done  in  the  examination  of 
this,  looking  on  it  as  a  5-year  planning  horizon,  there  was  supposed 
to  be  several  millions  of  dollars'  worth  of  savings  to  the  customers 
from  this  process. 

The  other  savings  would  be  on  pensions.  I  think  that  was  the 
largest  one,  Mr.  Chairman.  And  the  third  one  was,  as  you  know, 
Mr.  Chairman,  sometimes  folks  in  Government  forget  that  the  pri- 
vate sector  pays  taxes  and  Government  agencies  don't.  This  one 
will  now  be  paying  taxes. 

Mr.  Mica.  Well,  I  have  a  few  more  questions,  but  I  want  to  be 
fair  and  yield  to  my  colleague  from  Pennsylvania,  Mr.  English. 

Mr.  English,  you're  recognized  for  questions. 

Mr.  English.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  all  of  you  for  coming,  and  particularly  you,  Mr. 
King,  because  you  have  been  very  forthcoming  whenever  we  have 
had  any  dealings  between  our  offices.  I'm  most  grateful  for  that  re- 
lationship. 

Mr.  King,  going  back  to  the  original  rationale  for  the  privatiza- 
tion, I  wanted  to  revisit  one  of  the  questions  that  I  had  asked  you 
in  the  past  and  had  explored  with  your  office.  That  is,  what  cost 
savings  are  likely  to  accrue  to  the  Federal  Government  as  a  result 
of  this  privatization.  Recognizing  that  the  privatization  has  gone 
forward,  looking  back,  do  you  feel  that  we  are  realizing  at  the  Fed- 
eral level,  the  cost  savings  that  you  had  anticipated  as  a  result  of 
this  privatization? 

Mr.  King.  Well,  I  can  tell  you  right  now,  we're  saving  money  on 
pensions  which  were  the  single  largest  hunk  of  cash  that  was  real. 
By  the  way,  all  the  estimates,  as  you  know  so  well  because  I  know 
you  went  over  the  study  very,  very  carefully,  Mr.  English,  that's  an 
enormous  saving  right  there.  It's  still  not  depriving  our  individual 
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employees,  as  you  know,  because  we're  talking  about  stock  and 
stock  ownership,  plus  a  401(k)  plan;  the  benefits  and  the  salaries 
at  the  initial  offer  were  guaranteed. 

The  outside  study  also  indicated  that  the  Federal  taxes  would  be 
several  million  dollars,  about  $7  million.  So,  those  are  being  paid 
over  the  past  103  days,  I  guess.  Then  to  pass  on  the  savings  to  the 
customers,  who  are  the  Federal  agencies,  that  was  projected  over 
a  5-year  period  to  be  about  $10  million.  That  has  not  started  yet. 

We've  got  a  corporation,  as  you  know,  that's  just  slightly  over  3 
months  old.  They  have  their  startup  costs.  But  I  think  as  you  talk 
to  USIS,  I  believe  it  is  in  their  marketing  plan  to  be  able  to  reduce 
their  prices  in  the  future  while  they  have  a  3-year  agreement  with 
us,  the  sole-source  agreement.  Within  that  3-year  period,  we're  an- 
ticipating a  number  of  savings  to  shake  out.  These  are  minimal, 
sir. 

Mr.  English.  Very  good.  And  I  recognize  that  we're  probably 
going  to  have  to  revisit  this  issue  down  the  road.  I  believe  this  pri- 
vatization effort  is  very  important  because  it  will  give  us  a  lot  of 
lessons  in  future  privatization.  Like  the  chairman,  I've  been  very 
supportive  of  the  principle  of  privatizing  those  services  which  can 
be  better  done,  or  more  cheaply  done,  or  more  appropriately  done 
by  the  private  sector. 

With  regard  to  the  enforcement  of  the  Privacy  Act,  I  wonder,  Mr. 
King,  and  perhaps  you,  Ms.  Dillaman,  because  of  your  involvement 
on  the  ground  here  in  Butler  County,  if  you  could  give  us  a  sense 
of  how  you  would  propose  to  enforce  the  Privacy  Act.  Procedurally, 
I'd  like  to  get  a  handle  on  some  of  the  issues  that  are  involved  with 
that. 

Mr.  King.  Well,  the  Privacy  Act,  could  I  use  both  of  my  col- 
leagues? 

Mr.  English.  Certainly. 

Mr.  King.  Why  not  do  it  from  the  policy  point  of  view  and  then 
we'll  get  into  the  practical? 

Mr.  Ferris.  On  the  policy  side,  obviously,  the  Privacy  Act  does 
apply.  It  applies  to  0PM,  people  who  remained  behind  in  0PM. 
Contractually,  it  also  applies  to  USIS  in  handling  the  information 
that  they  get  during  the  course  of  Government  work. 

Dovetailing  into  that  is  access,  the  access  issue.  One  of  the 
strongest  points  there  is  that  information  gathering  is  governed  by, 
obviously,  the  Privacy  Act. 

In  Boyers,  and  Kathy  can  deal  more  with  that,  obviously,  we 
have  our  mainframe  computer  holding  Grovernment  data.  We  have 
already  partitioned  that  off  with  the  firewall  which  the  GAO  report 
discusses.  It  has  been  partitioned  off.  There's  a  separate  side  for 
Government  contract  work.  There's  a  separate  side  for  USIS  work. 
Simply  stated,  USIS  cannot  access  Government  data  bases  such  as 
the  FBI  and  other  things  out  of  their  side  of  the  computer.  That's 
not  a  very  technical  explanation,  but  maybe  Kathy  can  comment  on 
it  in  a  little  bit. 

Second,  I  know  for  a  fact  that  the  company  has  made  it  com- 
pletely clear  in  issuances  to  its  own  employees  that  any  violation, 
any  thought  of  violation  of  the  Privacy  Act  or  regulations  in  the 
contract  will  have  some  dire  consequences  for  people  in  the  USIS 
side.  These  are  the  same  people  who  were  Federal  employees  and 
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who  knew  the  consequences  on  the  Federal  side.  I  think  they're  sig- 
nificantly higher  and  it  will  be  dealt  with  easier  and  more  quickly 
on  the  USIS  side. 

With  that,  I'll  defer  to  Kathy. 

Mr.  King.  That  probably  is  the  most  extraordinary  understate- 
ment that  will  be  made  at  today's  hearing  as  far  as  disciplinary  ac- 
tion goes,  Mr.  English. 

Ms.  DiLLAMAN.  Regardless  of  our  Federal  or  private  status,  we've 
been  in  business  here  in  Boyers  for  20  years,  protecting  and  safe- 
guarding information.  So,  the  staff  in  Boyers  who  were  the  same 
staff  when  this  was  fully  Federal  a  year  ago,  or  in  June  of  this 
year,  understand  the  sanctions  imposed  for  misuse  of  that  kind  of 
information.  Our  automated  system  has  several  safeguards  in  it, 
including  the  requirement  that  authenticating  information  has  to 
be  provided  before  the  system  will  kick  in  and  allow  search  and  re- 
lease of  certain  information  outside  the  system. 

On  our  Federal  staff,  we  have  Freedom  of  Information  and  Pri- 
vacy Act  specialists  who  manage  that  program  and  provide  over- 
sight of  file  release  activities.  For  access  to  the  NCIC  system,  one 
of  the  major  concerns  of  the  startup,  we've  worked  closely  with  the 
FBI  to  make  sure  we're  following  their  guidelines  and  their  re- 
quirements. We  do,  in  fact,  dedicate  one  Federal  staff  to  accessing 
that  system,  and  access  is  prohibited  for  USIS  employees  at  this 
time. 

Mr.  King.  And  will  continue  that  way  for  the  foreseeable  future. 

But  I  think  also  implied  in  your  question,  to  fully  respond  to  it, 
would  be  the  fact  that  USIS  understands  that  there  will  be  person- 
nel turnover,  so  that  we  can't  always  rely  on,  you  know,  those  who 
were  once  Federal  employees  and  brought  up,  if  you  would,  under 
the  tutelage  of  our  system.  They  have  instituted  training  programs 
that  closely  parallel  what  we  are  looking  for,  outcomes  in  this  en- 
tire program,  and  they  are  extraordinarily  sensitive,  from  what 
we've  been  informed.  They  had  forwarded  those  programs.  We  nei- 
ther approve  nor  disapprove  of  them,  but  we  know  they're  existing 
and  that  USIS  has  built  in  that  planning  component. 

Mr.  English.  Mr.  King,  one  of  the  issues  that  your  testimony  has 
already  touched  on  that  I  think  is  critical  is  the  whole  question  of 
access  to  records  which,  obviously,  is  a  little  more  of  a  challenge 
for  a  private  entity  than  for  a  public  entity.  It  is  easier,  I  think, 
to  provide  access  to  records  if  you're  doing  it  in-house  than  if  you're 
contracting  out  to  an  outside  agency. 

I  think  you've  already  partially  addressed  this,  but  I  know  that 
the  GAO  had  reported  that  a  number  of  law  enforcement  organiza- 
tions were  less  likely  to  provide  important  information  to  private 
sector  sources,  secure  information.  I  understand  that  the  12  States, 
5  States  told  the  GAO  that  they  would  have  problems  providing  a 
contractor  with  access  to  their  records.  I  know  that  your  organiza- 
tion has  sought  to  get  permission  to  have  USIS  provided  access  to 
information  included  in  the  FBI's  National  Crime  Information  Cen- 
ter which  includes  State  arrest  records. 

I'm  wondering  what  other  barriers  do  you  find  to  USIS  getting 
access  to  the  information  they  need  to  expand  their  market?  Also, 
what  legal  changes  might  be  required  at  the  congressional  level  to 
facilitate  that? 
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Mr.  King.  Rich,  do  you  want  to  respond? 

Mr.  Ferris.  Sure. 

Yes,  sir,  as  of  this  hearing,  I  am  unaware  of  any  jurisdiction 
that's  refusing  access  to  USIS  or  to  0PM  simply  because  USIS  is 
now  a  private  company. 

And  you  mentioned  the  NCIC,  that  was  an  issue  that  cropped  up 
2  days  into  USIS'  operation.  There  was  a  trepidation  on  the  part 
of  the  FBI  as  to  whether  or  not  a  contractor  should  physically  be 
touching  the  terminal  and  accessing  that  information.  When  we 
heard  those  concerns,  Kathy  shut  down  the  terminal  and  the 
boards.  We're  working  with  the  FBI  very  closely.  Within  24  hours, 
we  had  a  Federal  employee  on  that  terminal  and  we  were  back  in 
business. 

Since  then,  the  Justice  Department's  Office  of  Legal  Counsel 
studied  the  issue  and  made  the  determination  that  it  was  legally 
permissible  for  USIS  staffers  to  access  that  terminal  and  hand  that 
information  off  to  investigators.  We  were  awaiting  a  policy  opinion 
from  the  Deputy  Attorney  (General.  Before  that  came,  Mr.  King  di- 
rected me  that  OPM's  policy  was  that  there  will  be  a  Federal  em- 
ployee on  that  NCIC  terminal. 

There  was  one  other  State  that  cropped  up  as  a  result  of  that, 
the  State  of  South  Carolina.  We  voluntarily  terminated  the  access 
on  July  5,  before  the  transition  occurred  based  on  their  concerns. 
South  Carolina  communicated  to  us  that  they  wanted  to  see  what 
the  FBI  did  before  they  made  a  policy  determination.  Mr.  King 
made  his  determination.  I've  since  been  in  touch  with  the  State  of 
South  Carolina  and  we  will  be  back  on  line  with  their  terminal 
next  week. 

Mr.  English.  And  finally,  and  this  will  be  for  this  round,  my  last 
question.  Looking  to  the  long-term  viability  uses,  Mr.  King,  you 
had  testified  before  this  subcommittee  in  the  past  of  your  con- 
fidence that  USIS,  not  just  in  the  short  term  but  also  long  term 
when  the  current  sole-source  contract  will  have  presumably  ex- 
pired, will  be  in  a  position  to  be  competitive  and  viable. 

Do  you  feel  that  there  are  adequate  restrictions?  I  think  I  know 
the  answer  to  this,  but  I'd  be  interested  in  having  you  share  this 
in  this  forum.  Do  you  feel  that  there  are  adequate  protections 
against,  for  example,  foreign  ownership  or  a  takeover,  a  buy  out  of 
USIS  down  the  road  that  would  perhaps  impair  the  confidence  of 
the  Federal  Grovemment  in  USIS  in  terms  of  its  ability  to  be  a  se- 
cure operation? 

Mr.  King.  Any  of  the  above.  The  real  issue  will  always  be  that 
we  are  controlling  a  policy  in  the  contract.  The  organization  that's 
working,  whatever  that  organization,  works  on  a  very  short  leash 
and  we  check  every  single  individual.  There's  a  background  check 
before  they're  cleared.  As  a  matter  of  fact,  tomorrow  I  am  going  up 
to  Boyers  to  visit  the  facility.  I  would  not  be  permitted  in  without 
first  giving  my  name,  my  Social  Security  number,  appearing  as  ex- 
pected at  the  gate  and  to  corroborate  that  information,  so  that 
theyil  all  be  tracked. 

As  a  matter  of  fact  during  the  ESOP  discussion,  there  was  a 
question  about  Marine  Midland  because  some  of  its  interests  were 
offshore.  I  think  if  we  look  at  the  financial  reality  of  financial 
worlds,  unless  you're  dealing  with  a  local  savings  and  loan  or  credit 
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union,  you're  going  to  find  some  kind  of  foreign — and  this  is  true 
whether  you're  sitting  in  France,  the  United  Kingdom,  or  wherever 
in  the  world,  there  will  be  some  foreign  hand  in  there.  We're  ex- 
tremely sensitive  to  that,  but  because  of  that,  I  don't  see,  because 
of  the  nature  of  our  business,  that  occurring.  If  we  saw  it  occurring, 
even  for  a  millisecond,  the  flag  would  go  right  up  and  that's  the 
responsibility  for  the  people  sitting  at  this  table. 

Mr.  English.  And  thank  you  because  I  was  the  one  who  had  pre- 
viously asked  the  question  about  Marine  Midland.  That  point  is 
well  taken. 

I  have  one  last  question  with  the  chairman's  indulgence. 

I  know  that  some  of  the  employees  who  were  separated  at  the 
time  of  the  privatization  rejected  employment  offers  from  USIS.  I 
wonder  what  transition  assistance  has  0PM  offered  to  their  former 
employees  in  those  situations? 

Mr.  King.  We  give  the  same  transition  assistance  to  the  folks 
who  chose  not  to  move  over  as  we  did  with  all  the  others.  As  I 
know  you're  aware,  Mr.  English,  we  have  downsized  our  agency  by 
about  44  percent.  Therefore,  we've  had  a  great  deal  of  experience. 
We've  also  successfully  outplaced  96  percent  of  our  people.  They  get 
severance  pay,  as  you  know.  They  also  can  use  the  whole  unem- 
ployment system.  We  give  counseling  and  work  with  people  to  look 
for  jobs  outside. 

We  did  not  bend  over  backward  as  we  had  historically  within  the 
agency  because  every  single  person  had  a  viable  job  offer.  So,  there- 
fore, I  didn't  think  it  was  fair  to  use  the  taxpayers'  money  in  mak- 
ing believe  somehow  that  they  had  no  job  offer  and  they  were 
pressed  against  the  wall  economically,  and  therefore,  it  justified 
them  doing  less  work  so  they  could  go  out  and  do  interviews  and 
other  kinds  of  work.  We  were  very,  very  straight  up  with  the  folks 
and  we  were  very  candid,  but  we  did  not  discriminate  against  them 
as  a  class.  It's  just  that  we  were  not  as  generous  as  we  had  been 
in  the  past  with  people  who  were  truly  involuntarily  separated 
from  Government  and  had  no  other  option  than  the  street. 

Mr.  English.  Thank  you,  Mr.  King. 

Thank  you,  Mr.  Chairman. 

Mr.  Mica.  Mr.  King,  I  want  to  talk  for  a  few  minutes  about  some 
of  the  concerns  that  were  expressed  by  GAO  relating  to  access  to 
records  and  information.  In  its  August  report  to  Congress,  the  Gen- 
eral Accounting  Office  raised  several  questions  about  this  privat- 
ization. Some  of  them  dealt  with  the  question  of  shortcomings  in 
the  planning  phase. 

The  General  Accounting  Office  reported  that  as  soon  as  USIS 
began  operating,  the  Department  of  Energy  had  denied  access  to 
its  nuclear  facilities  because  these  employees  were  no  longer  Fed- 
eral employees,  even  though  they  were  the  same  employees  who 
had  conducted  those  investigations  for  OPM.  What  happened  with 
this  issue  and  why  wasn't  it  resolved  in  the  planning  stages? 

Mr.  King.  Well,  it  was  resolved  in  the  planning  stages  because 
we  were  talking  to  the  security  people.  The  security  people  had 
given  a  go-ahead. 

Rich,  do  you  want  to  tell  the  rest  of  this  story? 

Mr.  Ferris.  There  are  two  things  that  came  into  play,  Mr.  Chair- 
man. First,  OPM  contracted  with  four  private  firms  back  in  the 
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mid-1980's  to  get  rid  of  the  backlog.  At  that  point,  the  National  In- 
dustrial Security  Program  did  not  exist,  so  that  was  our  memory 
and  that  was  our  history.  0PM  contracts  with  firms  to  do  inves- 
tigations did  not  come  under  that.  I  believe  the  NISP  was  rolled 
out  in  1993. 

Second,  as  the  Director  stated,  we  work  very  closely  with  our 
constituents.  These  are  the  security  officers  in  our  customer  agen- 
cies: DOE,  Justice,  Treasury,  what  have  you.  The  determination 
that  this  was  a  classified  contract  and  therefore  subject  to  the 
NISP  came  out  of  the  Department  of  Energy  in  an  office  different 
than  the  one  we  were  dealing  with  on  a  weekly  basis. 

Mr.  King.  So,  there  had  been  a  lack  of  communication  and  co- 
ordination in  the  Department  of  Energy.  I  know  that's  difficult  to 
believe,  Mr.  Chairman,  but  it  did  happen. 

Mr.  Mica.  The  other  area  maybe  also  deals  with  a  lack  of  com- 
munication in  that  GAO  had  reported  that  dozens  of  State  and 
local  law  enforcement  agencies  contacted  did  not  appear  to  be 
aware  of  the  privatization  that  was  underway.  What  happened 
here?  How  has  that  been  resolved?  Was  it  resolved  in  the  transi- 
tion process- 


Mr.  King.  Yes,  Mr.  Chairman- 


Mr.  Mica.  Where  are  we  on  that? 

Mr.  King  [continuing].  And  we  just  put  the  last  one  to  sleep.  But 
a  number  of  those,  when  we  first  made  the  announcement  and  had 
talked  with  them,  as  I  understand,  Rich  had  been  amenable.  Then 
as  time  went  on,  I  think  that  we're  talking  about  the  law  enforce- 
ment community  and  there  was  a  question,  as  you  know,  that  came 
after  the  fact  and  after  the  basic  agreements  in  the  planning  phase. 

When  FBI  indicated  a  certain  reluctance,  that  was  reflected  up 
and  down  the  law  enforcement  community  within  the  States  be- 
cause it's  a  tight  network,  as  it  should  be.  And  as  we  resolved 
them — we  did  resolve  them.  We  resolved  them  rather  quickly.  And 
as  I  say,  we  have  now  completed — we're  almost  at  the  12,000th  in- 
vestigation that  we've  successfully  completed.  So,  there's  been  no 
impediment  whatsoever.  But  it  was  a  review  and  Rich  may  want 
to  speak  with  more  detail. 

Mr.  Ferris.  Again,  sir,  there  are  currently  no  barriers  to  USIS 
accessing  information  in  the  States. 

Mr.  Mica.  All  right.  And  we're  working  on  continued  smooth 
transition  with  all  of  those 

Mr.  King.  Yes,  Mr.  Chairman. 

Mr.  Mica  [continuing].  Agencies  and  they're  aware  of  what  we're 
doing? 

Mr.  King.  Yes,  sir. 

Mr.  Ferris.  Aiid  sir,  I'm  proud  to  say  that  the  thing  that  GAO 
feared  the  worst  has  not  come  to  pass.  I  understand  where  they 
were  coming  from  but  we  were  not  derelict  on  our  planning,  in  any 
event,  in  this.  We  were  plowing  new  ground  and  hoping  and  pray- 
ing that  it  didn't  turn  out  to  be  a  mine  field.  I'm  very  proud  that 
the  work  that  we  did  on  this  project  is  not  stopping.  It's  going  to 
go  on.  It's  going  to  be  under  scrutiny  for  as  long  as  the  contract 
exists.  I'm  confident  that  OPM  working  with  USIS  will  be  able  to 
resolve  any  situation. 
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Mr.  Mica.  I  wanted  to  talk  about  future  competition,  if  I  may  for 
a  minute?  During  the  subcommittee's  previous  hearings,  we  heard 
from  companies  that  now  compete  with  USIS  in  conducting  back- 
ground investigations  for  Federal  agencies.  The  sole-source  contract 
that  allows  this  particular  ESOP  to  get  started  limits  competition 
opportunities  for  several  years.  Let  me  raise  a  couple  of  dimensions 
of  this  issue  in  future  business. 

How  many  agencies  continue  to  contract  independently  for  their 
background  investigations,  Mr.  King? 

Mr.  King.  Oh,  right  off  the  top,  I  know  FBI  does  some.  I  know 
that  our  friends  over  in  the  Drug  Enforcement  Agency,  Customs, 
Marshals — no,  Marshals  have  now  joined  us  at  USIS,  haven't  they? 

Mr.  Ferris.  They  brought  some  work  back. 

Mr.  King.  Yes,  we've  gotten  several  new  agencies  that  have 
joined  us  since  USIS  has  taken  over.  So,  we've  expanded  our  Fed- 
eral base  beyond  where  we  had  it  as  of  July  7.  Because  quite  frank- 
ly, the  news  that  the  business  had  changed  and  that  there  was 
going  to  be  a  timeliness  factor — which  often  is  important  when 
agencies  pay  the  cost — that  dimension  had  changed,  the  advertis- 
ing, quite  frankly,  was  quite  wholesome.  I  think  the  folks  from 
USIS  can  speak  to  that  themselves,  but  there  seems  to  have  been 
an  increase  in  the  number  of  agencies. 

Other  agencies,  out  of  memory — I'm  pulling  this  out  of  memory. 
It's  not  fair  to  the  committee,  Mr.  Chairman. 

Mr.  Ferris.  Postal  Service. 

Mr.  King.  Postal  Service.  By  the  way  and  informally,  the  Postal 
Service  is  now  talking  to  us  and  doing  some  background  work  for 
the  first  time  in  many,  many,  many  years.  So,  there's  a  future  out 
there. 

I  think  as  you  put  your  hand  on  it,  Mr.  Chairman,  and  you  did 
it  very  succinctly — I  wish  I  could  do  it  that  well,  sir — that  the  fu- 
ture of  USIS  does  belong  outside  of  Government  work  along  with 
having  a  solid  Government  base.  About  40  percent  of  our  business 
is  done  with  two  agencies.  Energy  and  Commerce.  As  you  both 
know  so  well,  those  are  two  agencies  that  are  being  discussed  as 
either  being  substantially  downsized  or  done  away  with.  The  im- 
pact, if  we  had  continued  a  solid  Government  agency,  if  things  had 
remained  the  same,  would  have  been  absolutely  devastating  to  this 
particular  program  wherever  it  was  located.  So  that  the  importance 
of  going  out  there  and  selling  is  not  wasted  on  USIS  or  its  constitu- 
ent group,  its  employees. 

Mr.  Mica.  Has  0PM  withdrawn  any  authority  to  contract  for 
background  investigations  since  announcing  the  formation  of  this 
ESOP? 

Mr.  King.  No,  sir. 

Mr.  Mica.  No. 

And  are  you  aware  of  any  plans  to  reduce  the  investigation  staff 
at  other  agencies  and  perhaps  open  more  background  investiga- 
tions to  competitive  bidding? 

Mr.  King.  I  am  not,  Mr.  Chairman. 

Mr.  Mica.  All  right.  Where  do  you  see  this  activity  going  as  far 
as  future  opportunities?  Maybe  you  could  restate  for  the  record. 

Mr.  King.  I  think  that  the 

Mr.  Mica.  Where  do  you  think  we're  going  to  go  from  here? 
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Mr.  King.  Well,  I  think  what  we're  suggesting  is  that  there  has 
been  an  enormous  burden  taken  from  the  vast  bulk  of  the  folks 
who  were  involved,  and  that  was  the  restrictions  of  who  could  be 
a  customer  and  the  total  lack  of  flexibility  on  managing  your  per- 
sonnel as  to  size.  We  could  not  be  responsive  to  the  market  with 
any  sense  of  speed.  I'm  talking  about  an  upsurge  or  a  down.  We 
couldn't  manage  either,  and  that  was  a  major  difficulty. 

That's  why  we  originally  contracted,  gave  delegations  out,  am  I 
not  correct? 

Mr.  Ferris.  Right. 

Mr.  King.  During  the  1980's,  we  couldn't  meet  the  need  of  the 
agencies.  We  were  failing  miserably. 

We  now  have  an  organization  that  has  optimal  flexibility.  It  has 
a  core  and  then  this  flexibility  so  it  can  act  as  an  accordion,  Mr. 
Chairman,  and  be  really  responsive  to  the  market.  That's  the  fu- 
ture. 

Mr.  Mica.  Another  thing  that  Mr.  English  and  I  have  had  some 
long  conversations  about  is  the  human  impact  as  it  has  dealt  with 
the  lives  and  vocations  and  employment  opportunities  of  people  in 
this  area. 

Are  you  aware  now  of  any  pending  problems  in  the  transition? 
Do  we  have  any  foUowup  that's  necessary  in  transition?  I  noticed 
that  some  people  did  not  choose  employment  with  the  ESOP.  Do 
we  have  anyone  left  out  on  a  limb  there,  or  any  unresolved  issues, 
or  have  you  had  any  complaints  most  recently  that  we  need  to  ad- 
dress? 

Mr.  King.  The  folks — I  think  more  people  said  they  would  go  to 
USIS  than  finally  showed  up.  I  think  a  number  of  them  reviewed 
their  own  personal  plans  and  business  plans  and  even  a  number 
of  them  retired.  Some  received  other  job  offers.  They  wanted  to  re- 
main Federal  or  they  wanted  to  go  to  another  organization  and 
they  did  that. 

But  this  was  such  an  extraordinary  thing.  I  know  you've  heard 
it,  Mr.  Chairman,  but  I  think  it's  worth  repeating.  Every  single 
person  was  offered  a  job  in  writing  at  the  identical  wage  and  com- 
parable benefits  that  they  enjoyed  when  they  were  working  for 
0PM.  I've  heard  at  this  time,  but  it's  a  rumor — ^you  may  want  to 
direct  it  to  USIS — that  for  a  fairly  decent  percentage  of  the  present 
employees,  that  there  had  been  a  salary  increase.  That's  a  rumor 
and  you  might  want  to  ask  USIS  whether  that  has,  in  fact,  hap- 
pened. 

Mr.  Mica.  Well,  I  have  some  questions  for  USIS,  but,  for  the 
record,  you're  not  aware  of  any  complaints 

Mr.  King.  No,  sir. 

Mr.  Mica  [continuing].  Problems  brought  to  your  attention,  any 
of  you 

Mr.  King.  Yes.  Well,  there  were  complaints.  I  mean,  the  com- 
plaints  

Mr.  Mica.  No;  I  mean  recent  that  are  unresolved. 

Mr.  King.  Oh,  no.  All  right. 

Mr.  Mica.  Or  any  major  issues  unresolved? 

Mr.  King.  Are  you  aware  of  any? 

Mr.  Mica.  One  of  the  reasons  that  we  wanted  to  conduct  this 
hearing  is  to  make  certain  that  the  idea  of  privatization,  that  the 
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administration  promoted,  that  I  supported,  and  as  you  testified  in 
your  opening  statement,  this  may  be  the  first  time  in  220  years 
that  an3rthing  of  this  nature  has  been  undertaken. 

We  didn't  want  an  unsuccessfijl  experience.  I  know  we  had  some 
problems  in  planning.  We  had  some  problems  in  transition.  We 
hadn't  been  there  and  we  hadn't  done  that  before.  So,  we  wanted 
to  make  certain  that  it  was  done  in  a  responsible,  accountable  fash- 
ion and  that  the  civil  servants  who  served  the  Federal  Grovemment 
were  provided  for  in  the  transition.  That's  one  of  my  major  con- 
cerns, and  Mr.  English  has,  of  course,  brought  the  human  side  in 
his  concerns  to  the  subcommittee. 

I  have  no  further  questions  at  this  time. 

Mr.  English. 

Mr.  English.  No  further  questions,  Mr.  Chairman. 

Mr.  Mica.  Anything  that  you  wanted  to  add,  Mr.  King? 

Mr.  King.  No;  no  thank  you,  Mr.  Chairman. 

Mr.  Mica.  Again,  I  appreciate  your  cooperation  on  this.  This  has 
been  a  tough  undertaking.  I  appreciate  the  bipartisan  cooperative 
effort,  trjdng  to  make  this  work. 

I  hope  this  will  serve  as  an  example.  It's  a  very,  very  important 
step  for  the  Federal  Government.  As  you've  heard  me  say  before, 
sometimes  the  private  sector  has  been  through  some  of  this  before 
and  the  Federal  Government  now  is  facing  up  to  it.  We  do  want 
to  try  to  ensure  its  success  and  also,  make  certain  that  the  impact 
on  people  is  positive  and  that  we  do  everything  we  can  do  in  the 
transition. 

So,  I  thank  you  for  your  testimony  and  your  participation.  This 
panel  is  excused. 

I'll  call  our  second  panel,  if  I  may. 

Our  second  panel  this  afternoon,  if  they'll  come  forward,  is  Mr. 
Philip  Harper,  chief  executive  officer  of  USIS,  Inc.;  Mr.  Lawrence 
Sievers,  the  chief  financial  officer;  Ms.  Lynn  Craig,  director  of  prod- 
uct input  division;  and  Mr.  Mark  Enterline,  investigator,  product 
delivery  division. 

Now  that  you've  just  gotten  comfortable,  again,  this  is  an  inves- 
tigations and  oversight  subcommittee  of  Congress.  We  do  swear  our 
witnesses  in.  If  you'll  stand,  please,  and  raise  your  right  hand? 

[Witnesses  sworn.] 

Mr.  Mica.  The  witnesses  have  answered  in  the  affirmative. 

I'd  like  to  take  this  opportunity  to  welcome  you  to  our  panel.  You 
may  or  may  not  be  familiar  or  didn't  hear  the  opening  instructions. 
We  ask  that  your  oral  statement  be  limited  to  5  minutes,  if  pos- 
sible, and  we  will  submit  for  the  record  any  lengthy  statements. 

I  would  also — Mr.  King,  is  he  gone — did  OPM  have  a  breakdown 
of  the  two  charts  that  were  displayed  at  the  hearing  today? 

Audience  Member.  The  paper  copies? 

Mr.  Mica.  Yes,  yes. 

Audience  Member.  I  can  come  up  with  those 

Mr.  Mica.  I  would  like  copies  of  the  charts  that  OPM  displayed 
at  the  hearing,  rather,  this  afternoon  to  be  made  a  part  of  the 
record.  Without  objection,  that  is  so  ordered. 

[The  information  referred  to  follows:] 
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INVESTIGATIONS    E.S.O.P. 

•  Sept  93     National  Performance  Review  recommends  the  exami- 

nation of  the  investigations  function 

%/  Dec  93      Investigations  losses  reach  record  levels 

\/  Dec  93      "Town  Meetings"  held  with  OPM  employees 

&        announcing  the  necessity  of  reductions  in  force  (RIFs) 
Jan  94 

^  Feb  94      OPM  revolving  fund  budget  nears  anti-deficiency 
if  immediate  RIF  action  is  not  initiated 

\/  Mar  94     New  Associate  Director  is  appointed  to  head  Investi- 
gations Group.  Notice  of  RIF  sent  to  over  400 
Investigations  employees 

^  May  94    OPM  RIFs  443  investigations  employees  as  part 
of  a  business  plan  for  recovery 

•  Dec  94      President  announces  Investigations  will  be  privatized 

%^  Jan  95      OPM  meets  with  security  chiefs  and  determines 
that  agencies  want  OPM  to  retain  central  role 

^  Feb  95      OPM  considers  various  privatization  options 

•  Mar  95     ESOP  feasibility  study  completed 

•  Mar  95     OPM  Director  meets  with  President's  Management 

Council 

•  Apr  95     OPM  surveys  employees  for  interest  in  pursuing  an 

ESOP  company 

•  Jun  95     OPM  contracts  with  a  trustee  to  set  up  an  ESOP 

company 

•  Jun  95      Hearings  held  by  House  Civil  Service  Subcommittee 

on  privatization  of  investigations 
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^  Jul  95       Trustee  begins  in-depth  analysis  for  the  ESOP 

•/  Jul  95       GAO  begins  study  of  privatization 

^  Nov  95     OPM  awards  a  contract  for  an  independent  cost- 
benefit  analysis  of  privatization  through  the  formation 
of  an  ESOP 

•  Feb  96      Briefing  held  for  House  and  Senate  staff  on  status  and 

plans  of  Investigations  privatization 

^  Mar  96     Cost-benefit  analysis  shows  the  ESOP  would  save  at 
least  $20  to  $25  million  over  a  five-year  period 

^  Mar  96     Official  notification  to  Congress  of  intent  to  award 
sole-source  contract  (Members  of  House  and  Senate 
subcommittees  of  jurisdiction  provided  with  copy  of 
contract  with  USIS) 

l/  Apr  96     Contract  signed  with  USIS 

^  Apr  96     Draft  GAO  report  received  on  issues  surrounding 
the  privatization  of  Investigations  Service 

•/  May  96    RIF  notices  sent  to  affected  OPM  employees  and 
job  offers  made  to  them  by  USIS  within  24  hours 

l/  May  96    OPM's  General  Counsel  briefs  Interagency  Advisory 
Group  on  Investigations'  ESOP  status 

•  May  96    OPM's  Human  Resources  personnel  brief  affected 

Investigations  employees  on  severance  pay,  retirement 
benefits,  etc 

•  May  96    USIS'  CEO  briefs  affected  employees  on  the  ESOP 

company  operations  and  benefits 

•  Jul  6, 96  RIF  effective  date 

•  Jul  7, 96  USIS  begins  operations 
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Mr.  Mica.  Again,  Fd  like  to  have  you  summarize,  and  if  you  have 
a  lengthy  or  detailed  commentary,  it  will  be  made  part  of  the  full 
record  of  this  hearing. 

With  that,  I'll  recognize  Mr.  Philip  Harper  who  is  the  chief  exec- 
utive officer  of  U.S.  Investigations  Services. 

Welcome,  sir,  and  you're  recognized  for  5  minutes. 

STATEMENT  OF  PHILIP  HARPER,  CHIEF  EXECUTIVE  OFFICER, 
U.S.  INVESTIGATIONS  SERVICES,  ACCOMPANIED  BY  LAW- 
RENCE SIEVERS,  CHIEF  FINANCIAL  OFFICER,  USIS;  LYNN 
CRAIG,  DIRECTOR,  PRODUCT  INPUT  DIVISION,  USIS;  AND 
MARK  ENTERLINE,  INVESTIGATOR,  PRODUCT  DELIVERY  DI- 
VISION, USIS 

Mr.  Harper.  Thank  you,  Mr.  Chairman.  Thank  you  for  the  op- 
portunity to  appear  before  this  committee.  I've  prepared  a  short 
summary  of  previously  submitted  comments. 

I  welcome  the  occasion  to  discuss  with  you  the  formation  of  U.S. 
Investigations  Services,  our  business  plan,  our  strategy,  our  service 
delivery  system,  the  privacy  guarantees 

Mr.  Mica.  Mr.  Harper,  can  you  pull  that  up  just  a  little  bit? 
Thank  you. 

Mr.  Harper  [continuing!.  And  the  economic  impact  on  the  north- 
western Pennsylvania  area. 

I  am  joined  today  by  Larry  Sievers,  who  is  our  CFO;  Lynn  Craig, 
chief  of  our  data  equipment  division;  and  Mark  Enterline,  one  of 
our  investigators.  In  addition  to  my  comments,  Larry,  Lynn,  and 
Mark  will  have  short  statements  as  well. 

Let  me  begin  by  telling  you  a  little  bit  about  the  USIS  manage- 
ment team.  Starting  with  myself,  I  have  over  30  years  of  experi- 
ence in  the  security  business,  both  in  the  Government  and  in  pri- 
vate industry.  I  am  a  military  veteran.  I  served  in  Vietnam,  was 
awarded  two  Silver  Stars  and  three  Bronze  Stars  for  valor  and  a 
Purple  Heart.  I  have  long  supported  the  need  for  a  strong  national 
defense  and  have  been  concerned  with  national  security  issues  for 
many  years.  As  a  private  sector  businessman  for  the  last  14  years, 
I  have  worked  with  various  governmental  activities  on  a  contrac- 
tual basis.  Prior  to  accepting  the  chief  executive  officer  position,  I 
was  president  of  the  Wells  Fargo  Alarm  Services,  which  was  a  $240 
million  corporation  with  about  2,500  employees.  Before  that,  I  was 
business  unit  president  for  Burns  International  Security  Services 
which  was  a  $190  million  corporation  with  about  15,000  employees. 

The  four  other  members  of  the  senior  management  team  all  have 
extensive  security  and  financial  experience  and  have  successfully 
held  key  positions  in  national  corporations  or  the  Federal  Gk)vem- 
ment  before  joining  USIS. 

Looking  to  the  future,  USIS  will  strive  to  be  recognized  as  a  lead- 
ing company  serving  the  needs  of  national  security,  and  our  cus- 
tomers with  integrity,  quality,  and  security  while  providing  afford- 
able services.  In  addition,  we  want  to  be  able  to  provide  financial 
stability  and  opportunity  for  our  employees.  We  are  organized  as 
an  employee  stock  ownership  plan  company  and  expect  to  achieve 
strong  earnings  on  cash-flow  by  combining  the  expertise  provided 
by  the  Office  of  Federal  Investigation  Operations  and  a  proven  pri- 
vate sector  management  team.  We  will  do  this  by  competing  sue- 
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cessfully  for  new  public  and  private  sector  business,  in  addition  to 
our  3-year  contract  with  OPM. 

Our  highly  skilled  work  force  totals  665  employees.  We  have  425 
field  investigators  and  more  than  240  people  at  the  Boyers  process- 
ing facility.  We  operate  in  125  locations  in  50  States,  Puerto  Rico, 
Guam,  and  the  U.S.  Virgin  Islands.  We  believe  our  salary,  training, 
and  benefits  programs  will  allow  USIS  to  retain  the  highly  skilled 
work  force  we've  inherited  from  OPM  and  will  allow  us  to  success- 
fully compete  for  talent  in  the  workplace. 

USIS  will  initially  operate  and  compete  in  a  $3.3-billion  private 
investigation  industry,  of  which  the  Government  composes  only 
$210  million,  or  6.6  percent  of  the  total  market.  That  data  alone 
suggests  that  the  marketplace  offers  many  opportunities  for 
growth.  Examples  in  the  private  sector  include  fact-finding  EEO  in- 
vestigations, workmen's  comp,  implementation  of  a  National  Child 
Protection  Act,  et  cetera.  Similar  investigation  opportunities  exist 
at  the  State  and  local  governmental  level. 

In  the  private  sector,  pre-employment  investigations  and  screen- 
ing opportunities  exist  in  large  corporations.  Fortune  1000  compa- 
nies, nuclear  industry,  private/public  school  systems,  hospitals, 
public  utilities,  as  well  as  the  high-technology  and  gaming  indus- 
tries. In  short,  we  believe  the  market  is  wide  open  and  our  opportu- 
nities are  very  plentiful. 

By  now  you're  probably  asking  about  our  first  few  months  of  op- 
eration. Today  is  our  102d  day  and  the  transition,  I  believe,  was 
relatively  seamless.  There  was  no  disruption  of  service  to  the  OPM 
customers  and  we  continue  to  provide  the  high-quality  service  our 
customers  expect. 

Privacy  guarantees  and  the  protection  of  investigation  informa- 
tion continues  to  be  a  high  priority  for  USIS.  OPM  procedures  that 
have  been  in  effect  for  a  long  period  of  time  are  still  in  effect.  Addi- 
tionally, a  new  OPM  Investigative  Service  Organization  has  been 
created  at  Boyers  to  enhance  oversight  and  ensure  the  security  of 
the  Personnel  Information  Processing  System.  Specific  contract  lan- 
guage specifies  that  USIS  adhere  to  the  Personnel  Information 
Processing  System's  security  guidelines  and  procedures.  We  are 
confident  that  these  procedures  and  safeguards  will  ensure  privacy 
of  information  and  guarantee  the  appropriate  levels  of  security. 

I'll  tell  you  as  a  private  company,  our  motivation  to  safeguard 
confidential  information  certainly  matches  and  probably  exceeds 
that  of  a  Federal  agency.  We  are  committed  to  growth  by  providing 
investigative  services  to  a  wide  range  of  governmental  and  private 
organizations.  Any  impropriety  on  our  part  would  damage  our 
image  in  the  marketplace.  That  risk,  not  shared  by  a  governmental 
agency,  places  enormous  pressures  on  me  and  my  management 
team  to  ensure  that  our  safeguards  work.  The  very  future  of  our 
company  is  at  stake  in  this  particular  area. 

Here  in  Butler  County,  USIS  has  a  payroll  of  over  $6  million  and 
we  buy  an  additional  $6  million  of  products  and  services.  Although 
we  only  started  operations  on  July  7,  we  have  already  hired  an  ad- 
ditional 27  employees  from  this  area.  Further,  we  expect  to  hire  10 
more  before  the  end  of  the  year.  These  new  hires  bring  an  addi- 
tional $1  million  into  the  Butler  County  economy  when  you  con- 
sider salary,  taxes,  and  services.  Overall,  on  a  national  basis,  we 
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expect  to  spend  over  $30  million  on  salary  and  an  additional  $25 
million  on  goods  and  services.  Further,  we  expect  to  pay  several 
million  dollars  in  taxes  and  make  full  FICA  contributions  to  the  So- 
cial Security  Program. 

I  believe  Director  King  had  it  right  when  he  said  the  American 
taxpayer,  the  local  economies,  and  the  affected  individuals  all  bene- 
fit from  this  privatization.  USIS  is  confident  we  will  continue  to 
make  important  contributions  to  national  security,  in  providing  a 
stable  income  for  over  650  families,  almost  2,800  dependents  com- 
pletely dependent  on  this  program,  and  contribute  in  a  positive 
way  to  the  local  economies  across  the  U.S.A. 

In  summary,  I  am  very  excited  about  the  new  venture  that  we 
have  here.  It's  good  for  national  security  because  we  have  been  able 
to  save  an  experienced  organization  that  provides  consistently 
high-quality  investigations  in  the  volume  needed  for  a  seamless 
transition,  as  well  as  for  the  future  time  periods.  It  is  good  for  ef- 
fective government  because  the  Federal  work  force  is  almost  700 
people  smaller  and  we  can  demonstrate  to  critics  that  there  are  log- 
ical and  innovative  ways  to  reduce  the  size  of  the  Federal  Grovern- 
ment.  It  is  certainly  good  for  the  families  and  communities  whose 
income  and  hopes  for  the  future  it  preserves.  We  are  doing  a  good 
thing  here. 

Mr.  Chairman,  USIS  appreciates  your  support  for  this  historic 
venture.  We  are  confident  that  we  will  be  successful.  We  ask  for 
your  continued  support.  Thank  you. 

Mr.  Mica.  I  thank  you,  Mr.  Harper. 

[The  prepared  statement  of  Mr.  Harper  follows:] 
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STATEMENT  OF 

PHILIP  R.  HARreR.  CEO 

US  INVESTIGATIONS  SERVICES,  INC. 

before  the 

HOUSE  COMMITTEE  ON  GOVERNMENT  REFORM  &  OVERSIGHT 

OCTOBER  17,  19% 

Mr.  Chairman  and  members  of  the  committee. 


Thank  you  for  the  opportunity  to  appear  before  your  committee  and  to  participate  as  a 
panelist.  I  welcome  the  occasion  to  discuss  the  formation  of  US  Investigations  Services  (USIS)  Inc. . 
our  business  plan  and  strategy,  our  service  delivery  system,  privacy  guarantees  and  the  economic 
impaa  on  Northwest  Pennsylvania. 

Before  discussing  these  issues,  let  me  tell  you  a  little  about  the  USIS  management  team. 
Starting  with  myself,  I  have  over  30  years  experience  in  the  security  business,  both  in  government 
and  in  private  industry.  I  am  a  military  veteran,  served  in  Vietnam  and  was  awarded  two  Silver 
Stars,  three  Bronze  Stars  for  valor  and  a  Purple  Heart.  I  have  long  supported  the  need  for  a  strong 
national  defense  and  have  been  concerned  with  national  security  issues  for  many  years.  As  a  private 
sector  businessman  for  the  last  14  years,  I  have  worked  with  various  governmental  aaivities  on  a 
contractual  basis.  Prior  to  accepting  this  CEO  position,  I  was  President  of  Wells  Fargo  Alarm 
Services,  a  240  million  dollar  corporation.  Before  that,  I  was  a  Business  Unit  President  at  Bums 
International  Security  Services,  which  was  a  190  million  dollar  operation.  The  four  other  members 
of  the  senior  management  team  all  have  extensive  security  and  financial  experience  and  have 
successfully  held  key  positions  in  national  corporations  or  the  federal  government  before  joining 
USIS. 
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As  you  know,  USIS  began  operations  on  July  7,  1996.  Much  planning  preceded  this  event, 
in  order  to  insure: 

>  A  seamless  transition 

»■  No  disruption  of  service 

>-  The  continuance  of  high  quality  services 

»  Adherence  to  established  security  guidelines  and  practices 

During  May  and  June,  I  met  with  over  700  OPM-IS  employees  at  eight  different  locations. 
During  the  course  of  those  meetings,  I  outlined  our  business  strategy  and  plans.  In  brief,  we  will 
strive  to  be  recognized  as  a  leading  company  serving  the  needs  of  national  security  and  our 
customers  with  integrity,  quality,  security  and  affordability,  while  providing  fmancial  stability  and 
opportunity  for  our  employees.  We  are  organized  as  an  ESOP  Company  and  will  adiieve  strong 
earnings  and  cash  flow  by  combining  the  Office  of  Federal  Investigations  operations  widi  a  proven 
management  team,  and  by  successfully  competing  for  new  public  and  private  sector  business  in 
addition  to  our  three  year  contract  with  OPM. 

The  ESOP  company's  organization  has  been  designed  to  efficiently  sell,  produce,  test  and 
deliver  high-quality  investigative  serviceis  to  public  and  private  customers.  Virtually  every  employee 
has  extensive  experience  in  his  or  her  functional  areas,  and  is  highly  motivated.  They  will  share  in 
success  through  a  new  profit  sharing  plan  and  participation  in  die  ESOP.  Senior  Management  is  also 
required  to  invest  in  the  Company. 

USIS  is  controlled  by  a  9-member  board  of  directors  (S  employee  owners,  4  independents) 
whidi  has  been  crafted  to  rq>resent  the  interests  of  the  employee  shareholders.  For  your 
information,  I  have  attached  to  diis  statement  identifying  data  on  Board  members.   The  first  board 
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meeting  was  held  on  July  8,  1996,  and  was  very  successful.  The  second  board  meeting  is  tomorrow. 

The  highly  skilled  work  force  totals  over  665  employees,  including  425  field  investigators 
and  more  than  240  at  the  Boyers  processing  facility.  USIS  operates  at  125  locations  in  50  states, 
Puerto  Rico,  Guam  and  the  U.S.  Virgin  Islands. 

We  believe  our  salary,  training  and  benefits  programs  will  allow  USIS  to  retain  the  highly 
skilled  workforce  we  have  inherited  from  0PM  and  will  allow  us  to  successfiilly  compete  for  talent 
in  the  workplace.  For  your  information,  I  have  attached  to  this  statement  a  brief  outline  of  the 
attractive  benefit  program  our  company  offers. 

A  few  words  about  the  market  place.  USIS  will  initially  operate  and  compete  in  the  3.3 
billion  dollar  private  investigations  market:  Just  prior  to  privatization  it  is  estimated  that  the  total 
federal  government  slice  of  the  market  was  about  210  million  dollars  or  ^proximately  6.4%.  This 
data  alone  suggests  that  the  market  place  offers  many  opportunities  for  growth.  Examples  of  federal 
sector  opportunities  include  investigation  requirements  associated  with  Fact  Finding,  EEO, 
Workmens  Compensation  and  implementation  of  the  National  Child  Care  Protection  Act.  Similar 
investigative  opportunities  exist  at  the  State  and  local  government  levels. 

In  the  private  sector,  pre-employment  investigations  and  screening  opportunities  exist  in  most 
large  corporations,  the  nuclear  power  industry,  public/private  school  systems,  hospitals,  public 
utilities,  as  well  as  high  tech  and  gaming  industries.  In  short  we  believe  the  market  is  wide  open 
and  our  opportunities  are  plentiful. 


49 


By  now  you  are  probably  asking  about  our  first  few  months  of  operation.  Today  is  our 
102nd  day  and  the  transition,  I  believe,  was  seamless.  There  was  no  disruption  of  service  to  OPM's 
customers  or  the  other  federal  agencies,  and  we  continue  to  provide  the  high  quality  service  our 
customers  expect.  The  extensive  planning,  our  management  tracking  data,  plus  feedback  from  large 
customers  all  indicate  that  our  shareholder  employees  have  indeed  stepped  off  on  the  right  foot.  We 
are,  however,  not  over  confident  and  we  know  that  we  will  have  to  continue  to  work  hard  to  provide 
high  quality  and  timely  investigative  services  to  the  various  federal  agencies.  We  are  now  shifting 
our  focus  toward  the  future  and  have  begun  working  on  refming  some  of  our  policies,  ramping  up 
our  marketing  efforts  and  have  begun  a  strategic  planning  process  which  ties  our  vision  to  objectives, 
identifies  obstacles  and  formulates  annual  goals  in  order  to  achieve  our  S  year  plan. 

Privacy  guarantees  and  the  protection  of  investigative  information  continue  to  be  a  high 
priority  for  USIS.  OPM  procedures  that  have  been  in  effect  for  a  long  period  of  time  are  still  in 
effect.  Additionally,  a  new  OPM-Information  Systems  organization  has  been  created  at  Boyers  to 
enhance  oversight  and  ensure  the  security  of  the  Personnel  Information  Processing  System  (PIPS). 
Specific  contract  language  specifies  that  USIS  adhere  to  PIPS  security  guidelines  and  procedures. 
Section  H.14  of  the  contract  details/limits  distribution  of  data  and  information  and  section  H.17  and 
H.  18  specifically  address  security  requirements  and  disclosure  of  information.  We  are  very  confident 
that  these  procedures  and  safeguards  will  insure  privacy  of  information  and  guarantee  the  appropriate 
levels  of  security.  Finally,  as  a  private  company,  our  motivation  to  safeguard  confidential 
information  certainly  matches  and  may  exceed  that  of  a  federal  agency.  We  are  committed  to  growth 
by  providing  investigative  services  to  a  wide  range  of  government  and  private  organizations. 
Impropriety  on  our  part  would  damage  our  image  in  any  market  place.  That  risk,  not  shared  by  a 
governmental  agency,  places  enormous  pressure  on  me  and  my  management  team  to  insure  that  our 
safeguards  work.   The  future  of  our  company  is  at  stake. 
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USIS  is  an  employee  owned  company.  Privatization  allowed  the  company  to  become  more 
diversified  and  market  oriented.  Over  650  jobs  and  critical  skills  have  been  saved.  While  the 
overall  economic  impact  of  USIS  is  small  when  viewed  from  a  national  perspective,  it  does  have  a 
great  effect  on  the  economy  of  Butler  County  and  surrounding  areas.  For  example,  here  in  Butler 
County,  USIS  has  a  payroll  of  over  6  million  dollars  and  we  buy  an  additional  6  million  dollars 
worth  of  products  and  services.  Although  we  only  started  operations  on  July  7,  1996  we  have 
already  hired  an  additional  27  employees.  Further  we  expect  to  hire  10  more  employees  by  years 
end.  These  new  hires  bring  at  least  an  additional  million  dollars  into  the  Butler  County  economy 
when  you  consider  salary,  taxes  paid  and  services  purchased.  Overall,  on  a  national  basis  we  expea 
to  spend  about  30  million  dollars  on  salaries  and  an  additional  25  million  for  goods  and  services. 
Further,  we  expect  to  pay  several  million  dollars  in  taxes  each  year  and  make  full  PICA 
contributions  to  the  social  security  program. 

I  believe  Director  King  had  it  right  when  he  said  the  American  taxpayer,  local  economies  and 
the  affected  individuals  all  benefit  from  this  privatization.  USIS  is  confident  we  will  continue  to 
make  important  contributions  to  national  security,  provide  a  stable  source  of  income  for  over  650 
families,  and  contribute  in  a  positive  way  to  local  economies  across  the  USA. 

In  summary,  I  am  very  excited  about  our  new  venture.  It  is  good  for  national  security 
because  we  have  been  able  to  save  an  experienced  organization  that  provides  consistently  high  quality 
investigations  in  the  volume  needed  for  a  seamless  transition  and  during  the  time  periods  ahead.  It 
is  good  for  effective  government  because  the  federal  workforce  is  almost  700  people  smaller  and  we 
can  demonstrate  to  critics  that  there  are  logical  and  inovative  ways  to  reduce  the  size  of  the  federal 
government.  It  is  good  for  the  families  and  communities  whose  income  and  hopes  for  the  future  it 
preserves.   We  are  doing  a  good  thing  here. 
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Mr.  Chairman,  USIS  appreciates  your  support  for  this  historic  venture.    We  are  confident 
that  we  will  be  successful  and  ask  for  your  continued  support. 

Thank  you.  My  colleagues  and  I  will  be  glad  to  take  your  questions. 
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Board  of  Directors 


Philip  R.  Harper 
Richard  L.  MacKenzie 
Jeffrey  S.  Brinker 
Thomas  M.  Cashin 
Philip  W.  Gasiewicz 
Stephen  L.  Hester 

Stan  Lundine 

Morey  M.  Myers 

Francis  "Bud"  Mullen 


CEO  USIS 

Eastern  Business  Unit  Manager,  USIS 

Reviewer/Investigator,  USIS  Processing  Center 

Investigator,  USIS 

Vice  President  Operations,  USIS 

Principal  &  General  Counsel 
American  Capital  Strategies 

Attorney,  C^  Council  Sotir  and  Goldman 
Former  Lt.  Governor,  State  of  New  York 

Partner,  Myers,  Brier  and  Kelly,  LLP, 

Former  General  Counsel  to  Governor  of  Commonwealth  of 

Pennsylvania 

Commissioner  Mohegan  Tribal  Gaming  Authority 
Formerly,  FBI  Assistant  Director  and  Administrator 
ofDEA 
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USIS  BENEFITS  IN  BRIEF 


Healthcare 

Health  Benefits:  Through  Aetna.  Three  plans  available: 

Employee  cost  (pre-tax  -  see  below)  -  About  $32/mo  Self   $89/mo  Family 

Pre-tax  medical/dependent  care  reimbursement  accounts:  Optional  payroll 
deduction  for  Aetna  premiums,  other  medical  and  dependent  care.  Waiting  period 
-  first  month  after  30  days.  Annual  Maximum  -  $4000. 

Family  Medical  Leave:  Up  to  12  weeks  of  unpaid  and/or  paid  leave  available  for 
personal  illness,  care  for  incapacitated  immediate  family  member  illness,  birth  or 
adoption. 


Financial  Peace  of  Mind 

Life  Insurance:  Company-provided  equal  to  salary.  Optional  in  increments  of 
salary  funded  by  employee,  up  to  a  total  of  five  times  salary. 

Sick  Leave:  Ten  days  per  year  (first  year  accrual  based  on  date  of  hire), 
cumulative  banking  program  available. 

Short  term/Long  term  disability:  Voluntary/employee  funded.  Rates  based  on 
age.  Waiting  period  -  fu-st  of  month  after  30  days.  Coverage  for  60%  of  salary 
with  a  maximum  monthly  dollar  benefit.  There  is  a  pre-existing  condition 
requirement. 

Funeral/Military/Jury  Duty  Leave:  Paid  time  off  for  immediate  family  funeral 
and  jury  duty,  and  for  certain  kinds  of  military  and  reserve  service.  Conditions  of 
pay  vary  with  type  of  leave. 


10/% 
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Personal  Developnieiit 

Training:  In-house  training  up  to  13  weeks,  depending  on  position. 

Tuition  Reimbursement:  Reimbursement  for  job-related  courses  based  on  grade 
received. 

Promotion:  In-house  career  development/promotion  policy  based  on  merit. 


Holidays:  Ten  days  per  year 

*  Nine  fixed 

New  Years  Day 
Independence  Day 
Day  after  Thanksgiving 

*  One  Floating  Holiday 


R&R 


President's  Day 
Labor  Day 
Christmas  Eve 


Memorizil  Day 

Thanksgiving 

Christmas 


Vacation:  Ten  days  per  year  (first  year  accrual  based  on  date  of  hire)  with 
increases  after  three  and  15  years  of  service  to  15  and  20  days  respectively.    Three 
days  carryover  available.  


Retirement 

ESOP:  Employee-owned  company.  Full  vesting  after  5  years  @  20%/yr. 
Participants  must  work  750  hours/yr  minimum. 

Profit  Sharing:  Based  on  W-2  earnings.  15%  of  pre-tax  company  annual 
earnings  net  of  capital  expenditures  beginning  in  1998. 

401(k):  Employee  contributions.  Employer  funds  administration.  Up  to  10%  of 
salary  may  be  conuibuted.  Waiting  period  -  none  through  12/31/96;  after  that,  the 
next  Jan  1  or  July  1  after  one  year  of  service.  Thirteen  funds  available.  Loan 
program  available. 

FICA:  Contributions  (7.65%)  to  Social  Security  system  for  all  employees. 


10/96 
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us  INVESTIGATIONS  SERVICES,  INC. 

P.O.    BOX   26 
AMNANDAI.E,    PA      16018-002  6 


PHILIP  R.  HARPER 
CEO 

us  INVESTIGATIONS  SERVICES,  INC. 


Philip  R.  Harper  is  Chief  Executive  Officer  and  President  of  the 
company  he  helped  found,  US  Investigations  Services,  Inc.  (USIS) . 
USIS  is  a  Employee  Stock  Ownership  Plan,  or  ESOP  company  that  was  the 
successful  result  of  a  unique  effort  to  privatize  federal  background 
investigations . 

Mr.  Harper  enlisted  in  the  U.S.  Army  in  1961  and  served  through 
1982,  attaining  the  rank  of  Lieutenant  Colonel.   His  last  assignment 
was  Commander  of  the  1st  Military  Intelligence  Battalion  (airborne) 
at  Ft.  Bragg,  NC.   While  in  the  Army,  he  commanded  infantry  and 
intelligence  units,  and  was  awarded  2  Silver  Stars,  3  Bronze  Stars  and 
the  Purple  Heart  during  his  tours  of  duty  in  Vietnam.   Other  awards 
include  the  Legion  of  Merit,  the  Meritorious  Service  Medal  and  the 
Commendation  Medal. 

After  completing  military  service,  he  rose  thru  various 
management  positions  with  Wells  Fargo  Alarm  Services.   Mr.  Harper 
served  as  the  Branch  Manager  in  Miami,  Florida,  the  Region  Manager  in 
Madison,  New  Jersey,  and  the  Vice  President  in  Atlanta,  Georgia.   In 
1986,  he  became  Senior  Vice  President.   During  this  period  he  lead 
several  successful  turnarounds  and  was  named  Manager  of  the  Year  four 
times. 

From  1988  to  1991,  Mr.  Harper  served  as  President  of  Burns 
Western  Business  Unit  in  Los  Angeles,  California.   He  had 
responsibility  for  a  15,000  employee  security  officer  organization 
operating  in  21  western  states  and  grew  the  revenues  from  $90  M  to 
$145  M. 

From  1991  to  1995,  Mr.  Harper  served  as  President  of  Wells  Fargo 
Alarm  Services,  King  of  Prussia,  Pennsylvania.   He  had  responsibility 
for  $220M  of  revenue  from  40  branch  offices  and  two  manufacturing 
plants  in  the  U.S.  and  Canada.   Profits  rose  to  record  levels  during 
this  period. 

Mr.  Harper  was  born  in  Detroit,  Michigan  on  July  20,  1943.   He 
received  a  Bachelor  of  Arts,  with  honors,  in  Chinese  Language  and 
Political  Science  from  the  Monterey  Institute  of  International  Studies 
in  1972.   He  and  his  wife,  Rita,  presently  reside  in  Pennsylvania  and 
their  son,  Anthony  is  studing  International  Business  at  American 
University  in  Washington,  D.C. 
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Mr.  Mica.  I  recognize  Mr.  Sievers. 

Did  you  have  an  opening  statement? 

Mr.  Sievers.  Yes,  I  do. 

Mr.  Mica.  You're  recognized,  sir. 

We'll  save  questions  until  everyone  has  testified. 

Mr.  Sievers.  Mr.  Chairman  and  members  of  the  committee, 
thank  you  for  this  opportunity  to  discuss  with  you  certain  aspects 
of  the  transition  from  OFI  to  U.S.  Investigations  Services,  Inc.,  an 
employee  stock  ownership  plan  company. 

I  would  like  to  begin  by  telling  you  a  little  about  my  personal 
and  professional  background  and  my  involvement  in  the  transition 
to  USIS. 

I  am  married  and  have  three  daughters,  the  youngest  of  whom 
is  in  elementary  school  and  living  at  home.  I  am  absolutely  com- 
mitted to  USIS  because  I  strongly  believe  USIS  will  be  a  success. 
I  sold  my  home  in  Granger,  IN,  purchased  a  home  here  in  Butler, 
and  have  relocated  my  family. 

I  am  a  graduate  of  Indiana  Universit/s  School  of  Business, 
Bloomington,  IN,  and  have  done  graduate  business  course  work  at 
both  Northwestern  University  and  DePaul  University.  I  am  a  CPA 
with  over  25  years  of  financial  management  experience. 

In  addition  to  my  training  and  experience  in  the  financial  field, 
I  bring  more  than  7  years  of  successful  ESOP  operating  experience 
to  USIS,  both  at  the  CFO  and  CEO  positions.  The  ESOP  with 
which  I  was  previously  associated  with  was  the  result  of  a  lever- 
aged buyout  transaction.  That  company  was  in  many  ways  similar 
to  USIS  in  that  it  was  in  a  service  industry  operating  in  a 
multistate,  multilocation  environment.  Over  the  span  of  6  years, 
that  ESOP  became  a  great  financial  success,  with  annual  cash- 
flows increasing  approximately  50  percent. 

There  are  many  reasons  for  this  success,  but  paramount  among 
them  was  the  business  approach  and  strategy.  First  of  all,  we  de- 
fined what  would  be  great  performance  from  our  customers'  point 
of  view.  Specifically,  we  committed  to  give  the  customers  what  they 
wanted,  when  they  wanted  it,  every  time.  USIS  has  taken  a  similar 
approach  with  its  customers  by  giving  them  what  they  want,  qual- 
ity, integrity,  security,  every  time. 

Next,  we  communicated  with  and  among  our  employee  owners. 
At  USIS,  we've  been  careful  to  set  in  place  ways  to  communicate 
with  our  employee  owners  frequently  about  aspects  of  the  compa- 
ny's business. 

Finally,  there  was  a  significant  participation  in  decisionmaking 
by  employees  as  individuals  and  in  teams.  At  USIS,  team  partici- 
pation and  employee  input  are  primary  objectives  and  are  fun- 
damental to  our  operating  approach. 

As  to  the  specifics  of  the  OFI  privatization  and  the  transition 
process,  I  was  involved  in  the  planning  and  negotiations  beginning 
in  November  1995,  and  carefully  reviewed  all  aspects  of  the  con- 
tract. We  were  determined  to  bring  together,  first  of  all,  the  profes- 
sional resources  needed  to  project  the  financial  viability  and  secure 
the  best  possible  financial  structure  for  the  ESOP;  and  second,  the 
development  of  a  financial  model  that  would  form  the  foundation 
for  the  business  plan. 
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I  worked  closely  with  many  highly  qualified  professionals  includ- 
ing Coopers  and  Lybrand  for  governmental  contracting,  accounting 
and  tax  consulting  advice;  Perot  Systems  Corp.  for  the  develop- 
ment/design/installation of  our  different  systems  that  were  re- 
quired; and  Johnson  &  Higgins  for  assessing  and  designing  pro- 
grams to  meet  our  risk  management  needs  and  group  health  insur- 
ance, as  well  as  other  aspects  of  our  benefits  program.  And  then 
also  Arnold  &  Porter  for  ESOP  plan  design. 

I  paid  particular  attention  to  the  development  of  the  financial 
model  of  the  contract  and  related  cash-flow.  A  number  of  adjust- 
ments were  made  to  help  ensure  a  sound  financial  footing  for 
USIS.  For  example,  because  of  changes  that  we  made  in  the  sys- 
tems design,  cash  inflow  has  been  accelerated  by  approximately  3 
days.  Second,  systems  design,  which  includes  payment  processing 
through  the  Government's  Electronic  Commerce  System,  allows 
USIS  to  minimize  and  virtually  eliminate  time  that  it  would  take 
with  regard  to  float,  and  receipts  when  they  are  actually  received 
are  collected  funds  and  available  for  use  immediately.  Additionally, 
our  bank  accounts  are  located  in  Chicago  so  that  if  the  Electronic 
Commerce  System  were  not  operable,  hard  copy  checks  would  be 
received  in  the  same  locale  as  disbursed  by  the  Government,  thus 
decreasing  float  time. 

Our  financial  condition  is  directly  related  to  our  cash  position. 
Three  factors  strongly  influence  that  cash  position.  First  of  all,  the 
amount  of  incoming  cases;  second,  the  speed  with  which  we  receive 
pajTTient  for  our  receivables;  and  third,  having  a  clear  understand- 
ing of  our  cost  structure.  Our  financial  model  showed  the  lowest 
cash  balance  in  the  first  year  of  operations  would  occur  in  October 
1996.  I  might  add  that  that  model  was  put  together  so  it  would  be 
included  in  what  went  to  Congress.  So,  that  was  the  model  devel- 
oped back  in  last  April — actually,  March  for  the  April  signing. 

We  monitor  cash  and  operations  on  a  daily  basis  and  we're  on 
track  to  exceed  our  financial  targets.  While  it's  true  the  profit- 
ability of  the  OPM  contract  is  expected  to  decline  over  the  next  3 
to  5  years  because  of  scheduled  unit  price  decreases,  we  believe 
that  new  products,  new  customers  in  the  commercial  market  place 
will  more  than  offset  this  decline  and  offer  net  profit  increases. 

Mr.  Chairman  and  Representative  English,  thank  you  for  your 
time  and  attention.  I'd  be  glad  to  answer  any  questions  you  might 
have  later  on. 

Mr.  Mica.  Thank  you,  and  we  will  defer  on  the  questions. 

[The  prepared  statement  of  Mr.  Sievers  follows:] 
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STATEMENT  OF 
LAWRENCE  E.  (LARRY)  SILVERS,  CFO 
US  INVESTIGATIONS  SERVICES,  INC. 

BEFORE  THE 

HOUSE  COMMITTEE  ON  GOVERNMENT  REFORM  &  OVERSIGHT 

OCTOBER  17,  1996 

Mr.  Chairman  and  Members  of  the  Committee: 

Thank-you  for  this  opportunity  to  discuss  with  you  certain  aspects  of  the  transition  of  OPM's 
Investigations  Service  to  US  Investigations  Services,  Inc.  (USIS),  an  Employee  Stock  Ownership 
Plan  (ESOP)  company,  which  began  operations  July  7,  1996. 

My  name  is  Larry  Sievers,  CFO  of  US  Investigations  Services,  Inc.  I  would  like  to  begin  by 
telling  you  a  little  about  my  personal  and  professional  background,  with  emphasis  on  my  ESOP 
experience,  and  then  describe  my  involvement  in  the  negotiations  and  planning  of  the  transition 
of  OPM's  Investigations  Service  to  USIS: 

I  am  married  and  have  3  daughters,  the  youngest  of  whom  is  in  elementary  school  and  living 
at  home.  I  am  absolutely  committed  to  USIS,  and  because  I  strongly  believe  USIS  will  be  a 
success,  I  sold  my  home  in  Granger,  Indiana,  purchased  a  home  here  in  Butler  and  have 
relocated  my  family. 

I  am  a  graduate  of  Indiana  University's  School  of  Business,  Bloomington,  Indiana,  and  have 
done  graduate  business  course  work  at  both  Northwestern  University  and  DePaul  University. 
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I  am  a  CPA  with  over  25  years  financial  management  experience. 

In  addition  to  my  training  and  experience  in  the  financial  field,  I  bring  more  than  7  years  of 
successful  ESOP  operating  experience  to  USIS,  both  at  the  CFO  and  CEO  positions.  I  am  also 
associated  with  the  National  Center  for  Employee  Ownership  and  The  ESOP  Association  and 
have  spoken  at  their  national  and  regional  conferences  on  numerous  occasions. 

The  ESOP  with  which  I  was  previously  associated  was  the  result  of  a  LBO  (Leveraged  Buy  Out) 
transaction.  That  company  was  in  many  ways  similar  to  USIS  in  that  it  was  in  a  service  industry 
and  operated  in  a  multi-state,  multi-location  environment.  The  average  participant  in  that  ESOP 
accumulated  ESOP  account  balances  four  times  the  "national  average"  for  ESOP  companies 
(based  upon  statistics  from  the  National  Center  for  Employee  Ownership). 

Over  a  span  of  six  years,  that  ESOP  became  a  great  fmancial  success,  with  annual  cash  flows 
increasing  approximately  50%.  There  are  many  reasons  for  this  success,  but  paramount  among 
them  was  the  business  approach  and  strategy: 

First,  we  defined  what  would  be  great  performance  from  the  customers'  point  of 
view  ~  specifically  we  committed  to  give  the  customers  what  they  wanted,  when 
they  wanted  it,  every  time.  USIS  is  taking  the  same  approach  with  its  customers 
by  giving  them  what  they  want  -  quality/integrity/security  every  time. 

Next,  we  communicated  with  and  among  our  employee  owners.    At  USlS,  we 
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have  been  careful  to  set  in  place  ways  to  communicate  with  our  employee  owners 
frequently  about  all  aspects  of  the  company's  business. 

Finally,  there  was  significant  participation  in  decision-making  by  employees  as 
individuals  and  in  teams.  At  USIS,  especially  at  the  operations  center  in  Boyers, 
team  participation  and  employee  input  are  primary  objectives  and  are  fundamental 
to  our  operating  approach. 

As  to  the  specifics  of  the  Office  of  Federal  Investigations  privatization  and  the  transition  process, 
I  was  involved  in  the  planning  and  negotiations  beginning  in  November  1995  and  carefully 
reviewed  all  aspects  of  the  contract.   We  were  determined  to  bring  together: 

1.  The  kinds  of  professional  resources  needed  to  project  the  financial  viability  and 
secure  the  best  possible  financial  structure  for  the  ESOP,  and 

2.  The  development  of  the  financial  model  that  forms  the  foundation  for  the 
business  plan  we  believe  will  prove  successful. 

I  worked  closely  with  many  highly  qualified  professionals,  including  the  following  organizations, 
which  in  my  opinion  are  amongst  the  very  best  in  their  fields: 


•  Coopers  and  Lybrand   for  governmental  contracting,   accounting  and  tax 
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consulting  advice; 

•Perot  Systems  Corporation  for  development/design/installation  of  payroll, 
billing,  general  ledger,  time  and  attendance,  and  accounts  payable  systems  (most 
of  which  are  part  of  our  installed  software  package,  which  was  developed  by 
Deltek  Systems,  arguably  the  #1  system  when  it  comes  to  governmental 
contracting  accounting); 

•Johnson  &  Higgins  for  assessing  and  designing  programs  to  meet  our  risk 
management  needs  and  to  similarly  assist  in  the  very  important  areas  of  group 
health  insurance,  as  well  as  many  other  aspects  of  our  benefits  program;  and 

•  Arnold  &  Porter  for  ESOP  plan  design. 

I  have  paid  particular  attention  to  the  development  of  the  financial  model  of  the  contract  and  the 
related  cash  flow.  A  number  of  adjustments  were  made  to  help  ensure  a  sound  fmancial  footing 
for  USIS: 

•  Because  of  changes  in  systems  design  from  what  was  contemplated  at  the  time 
of  contract  drafting  and  agreement,  cash  inflow  has  l)een  accelerated  by 
approximately  3  days; 

•Payment  terms  are  positive,  and  systems  design,  which  includes  payment 
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processing  through  the  government's  Electronic  Commerce  System,  allows  USIS 
to  minimize/virtually  eliminate  float  time  and  thus  have  receipts  available  as 
collected  funds  as  received.  Additionally,  as  a  backup  plan,  our  bank  accounts 
are  located  in  Chicago  so  that  if  the  Electronic  Commerce  System  was  not 
operable,  hardcopy  checks  would  be  received  in  the  same  locale  as  disbursed  by 
the  government,  thus  decreasing  float  time. 

Our  financial  condition  is  directly  related  to  our  cash  position.  Three  factors  strongly  influence 
our  cash  position: 

1)  the  amount  of  incoming  cases  (which  is  a  direct  reflection  of  the  number  and 
type  of  investigations  scheduled); 

2)  the  speed  with  which  we  receive  payment  for  our  receivables  and  convert  these 
dollars  into  collected/available  funds;  and 

3)  having  a  clear  understanding  of  our  cost  structure  (we  have  run  a  series  of 
sensitivity  analyses,  and  now  that  we  are  "operating"  are  diligently  capturing 
costs  to  test,  with  live  data,  the  validity  of  the  model). 

Our  fuiancial  model  showed  the  lowest  cash  balance  in  the  first  year  of  operations  will  occur  in 
October,  1996  (when  the  beginning  of  the  government's  Fiscal  Year  coincides  with  cyclically 
lower  investigations  receipts)  and  was  projected  at  $2,3(X),(XX).    We  monitor  this  on  a  daily 
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basis,  and  we  are  on  track  to  exceed  our  financial  targets. 

While  it  is  true  the  profitability  of  the  0PM  contract  is  expected  to  decline  over  the  next  three 
to  five  years  because  of  scheduled  unit  price  decreases,  we  believe  that  new  products  and  new 
customers  in  the  commercial  market  place  will  more  than  offset  this  decline  and  offer  net  profit 


Mr.  Chairman  and  Members  of  the  Subcommittee,  thank-you  for  your  time  and  attention.  I  will 
be  glad  to  answer  any  questions  you  might  have. 
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Mr.  Mica.  Ms.  Craig,  did  you  have  an  opening  statement? 

Ms.  Craig.  Yes,  I  do. 

Mr.  Chairman  and  members  of  the  committee,  thank  you  for  this 
opportunity  to  discuss  with  you  the  privatization  of  OPM's  Office 
of  Federal  Investigations,  and  its  impact  on  me  and  many  of  my 
fellow  employees. 

I  was  a  civil  servant  for  18  years  with  OPM's  Office  of  Federal 
Investigations.  I  began  my  career  as  a  file  clerk  and  through  the 
years,  I  earned  a  position  as  a  senior  manager.  As  a  principal  pro- 
vider for  my  family,  the  fear  of  losing  my  job  and  source  of  income 
was  foremost  on  my  mind  as  it  was  with  over  200  of  my  fellow  em- 
ployees at  the  Federal  Investigations  Processing  Center  [FIPC]  lo- 
cated in  Boyers,  PA.  If  FIPC  closed  its  doors,  that  would  not  only 
affect  my  family  but  200  other  families  as  well.  Butler  County  and 
the  surrounding  area  could  not  provide  an  economic  recovery  for  all 
of  us.  Since  I  was  born  here  and  have  remained  here  for  my  entire 
life,  moving  my  family  and  starting  over  would  have  been  a  great 
disruption. 

OPM's  Office  of  Federal  Investigations  not  only  provided  for  its 
employees,  but  also  gave  me  and  my  fellow  employees  the  sense  of 
doing  and  being  part  of  something  vital  to  the  U.S.  Government; 
ensuring  that  the  Nation's  civil  servants  had  the  utmost  integrity 
and  honesty.  It  didn't  matter  what  job  you  did — opening  the  mail, 
scheduling  investigations  or  removing  someone  from  their  position 
because  they  falsified  their  application  for  employment.  All  of  it 
came  down  to  integrity,  quality,  and  security. 

Many  of  us  did  not  believe  that  such  an  important  and  vital  part 
of  the  Federal  Government  could  be  turned  over  to  private  sector 
contractors.  And  I'm  sure  most  of  you  on  this  committee  have 
heard  from  some  of  your  constituents  the  reasons  why  this  should 
not  have  been  privatized.  But  it  happened,  and  now  we  are  making 
it  work. 

At  FIPC,  what  we  are  doing  is  a  first,  and  in  plowing  this  new 
ground,  we  are  discovering  and  resolving  new  issues  every  day. 
Daily  contact  with  OPM's  personnel  is  helping  us  work  through 
these  issues.  Both  USIS  and  0PM  realize  that  for  both  entities  to 
exist,  we  must  ensure  the  integrity  of  the  program  and  the  sanctity 
of  individual  privacy  rights  regarding  the  records  we  compile. 

Most  of  our  employees  have  seen  little  or  no  change,  but  for  the 
managers,  we  have  doubled  our  responsibility  to  ensure  the  success 
of  this  new  company.  Four  months  ago  there  were  seven  senior  op- 
eration managers.  Now  there  are  only  three,  the  other  four  being 
part  of  0PM  located  within  our  facility. 

Our  field  investigators  also  have  seen  very  little  change.  Again, 
most  of  the  changes  came  from  combining  senior  level  positions.  In- 
stead of  six  Federal  Investigations  Divisions,  USIS  is  comprised  of 
three  business  units. 

The  bottom  line  for  0PM  employees  is  that  everyone  who  wanted 
a  job  with  USIS  received  an  offer  for  the  same  job,  at  the  same 
pay,  with  similar  benefits.  Now  the  future  is  in  our  hands.  These 
are  the  same  people  who  have  worked  diligently  throughout  the 
years  for  the  Government  and  have  sound  work  ethics.  The  pro- 
gram that  we  love  is  still  there.  All  that  has  changed  is  that  policy 
is  now  interpreted  by  0PM  personnel  who  will  oversee  our  work  as 
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a  contractor.  Now  we  do  not  deal  with  policy  issues  but  can  con- 
centrate on  the  day-to-day  operations  of  a  program  that  is  impor- 
tant. It  is  our  mission  to  ensure  the  integrity,  quality  and  security 
of  this  program  and  to  serve  each  Federal  agency  by  delivering  the 
same  high  quality  product  that  they  have  come  to  rely  upon. 

To  illustrate  my  point,  this  is  what  transpired  on  Monday,  July 
8,  1996.  All  200-plus  employees  walked  through  the  employee  door 
at  the  Federal  Investigations  Processing  Center.  They  did  exactly 
what  they  did  on  the  Friday  before.  The  only  difference  was  now, 
they  worked  for  themselves.  The  pride  of  what  they  did  in  the  past 
for  the  Federal  Government  came  with  them.  The  sense  of  impor- 
tance for  the  job  that  they  can  do  came  also.  Integrity,  quality,  and 
security  have  not  changed.  What  changed  were  their  faces.  Smiles 
were  more  prevalent.  Instead  of  the  burden  of  fear  over  what  might 
happen  to  us  if  we  had  lost  our  jobs,  a  fear  constantly  with  us  for 
the  past  2  years.  We  had  survived,  and  so  will  the  work  we've  dedi- 
cated ourselves  to  perform. 

Thank  you. 

Mr.  Mica.  Thank  you  for  your  testimony. 

[The  prepared  statement  of  Ms.  Craig  follows:] 
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Mr.  Chairman  and  members  of  the  committee. 

Thank  you  for  this  opportunity  to  discuss  with  you  the 
privatization  of  OPM's  Office  of  Federal  Investigations,  and  its 
impact  on  me  and  many  of  my  fellow  employees. 

I  was  a  civil  servant  for  eighteen  years  with  OPM's  Office  of 
Federal  Investigations.  I  began  my  career  as  a  file  clerk  and 
through  the  years,  I  earned  a  position  as  a  senior  manager.  As  a 
principal  provider  for  my  family,  the  fear  of  losing  my  job  and 
source  of  income  was  foremost  on  my  mind  as  it  was  with  over  two 
hundred  of  my  fellow  employees  at  the  Federal  Investigations 
Processing  Center  (FIPC)  located  in  Boyers,  PA.  If  FIPC  closed 
it's  doors,  that  would  not  only  affect  my  family  but  two  hundred 
other  families  as  well.  Butler  County  and  the  surrounding  area 
could  not  provide  an  economic  recovery  for  all  of  us.  Since  I  was 
born  here  and  have  remained  here  for  my  entire  life,  moving  my 
family  and  starting  over  would  have  been  a  great  disruption. 
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Butler  County's  economy  has  just  started  to  recover  from  a  major 
steel  industry  shut  down  (Pullman  Standard) .  Recently,  a  major 
insurance  company  (Nationwide)  has  moved  their  operation  from 
Butler  causing  the  loss  of  200  jobs.  If  0PM  had  closed  its  doors 
at  the  Federal  Investigations  Processing  Center,  an  additional  200+ 
jobs  would  have  been  lost. 

0PM' s  Office  of  Federal  Investigations  not  only  provided  for  its 
employees  but  also  gave  me  and  my  fellow  employees  the  sense  of 
doing  and  being  a  part  of  something  vital  to  the  United  States 
Government:  ensuring  that  the  nation's  civil  servants  had  the 
utmost  integrity  and  honesty.  It  didn't  matter  what  job  you  did- 
opening  the  mail,  scheduling  investigations  or  removing  someone 
from  their  position  because  they  falsified  their  application  for 
employment;  all  of  it  came  down  to  integrity,  quality  and  security. 

Many  of  us  did  not  believe  that  such  an  important  and  vital  part  of 
the  federal  government  could  be  turned  over  to  private  sector 
contractors.  And  I'm  sure  most  of  you  on  this  committee  have  heard 
from  some  of  your  constituents  the  reasons  why  this  should  not  have 
been  privatized.   But  it  happened,  and  now  we  are  making  it  work. 

The  Immigration  and  Naturalization  Service  (INS)  was  an  agency 
concerned  that  we  could  not  handle  the  onslaught  of  applicant 
cases  to  fill  positions  protecting  the  US  borders.  USIS  is  keeping 
up  with  that  work.   Nothing  has  changed  for  the  Immigration  and 
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Naturalization  Service  in  regard  to  0PM  investigations. 

The  Department  of  Justice  called  asking  for  help  regarding  overseas 
investigations  in  Guam,  a  problem  that  0PM  has  been  dealing  with 
for  the  past  two  years.  I  was  glad  to  be  able  to  tell  them  that 
0PM  has  contracted  with  USIS  to  do  the  investigations  in  Guam. 
Those  are  only  two  federal  agencies  that  have  seen  the  smooth 
transition  from  OPM's  Office  of  Federal  Investigations  to  US 
Investigations  Services.  I  am  sure  that  others  will  come  to  the 
same  conclusion. 

At  FIPC,  what  we  are  doing  is  a  first,  and  in  plowing  this  new 
ground,  we  are  discovering  and  resolving  new  issues  every  day. 
Daily  contact  with  OPM's  personnel  is  helping  us  work  through  these 
issues.  Both  USIS  and  0PM  realize  that  for  both  entities  to  exist 
we  must  ensure  the  integrity  of  the  program  and  the  sanctity  of 
individual  privacy  rights  regarding  the  records  we  compile. 

At  0PM,  I  was  Chief  of  the  Case  Scheduling  Branch  comprised  of  33 
employees  all  involved  with  data  input  and  information  integrity. 
I  also  supervised  a  small  number  of  data  transcribers  who  ensured 
that  data  input  was  100%  correct  by  keying  in  critical  information 
a  second  time. 

As  a  USIS  employee,  I  am  the  Director  of  the  Product  Input 
Division.    I  am  responsible  for  one  hundred  and  four  (104) 
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employees  all  entering  data  in  OPM's  data  base.  While  we  will  seek 
economy  of  operation  in  the  private  sector,  we  will  continue  to 
commit  the  necessary  resources  to  ensure  the  exact  same  level  of 
data  integrity  as  when  OPM  performed  this  function. 

Most  of  our  employees  have  seen  little  or  no  change.  But  for  the 
managers,  we  have  doubled  our  responsibility  to  ensure  the  success 
of  this  new  company.  A  month  ago,  there  were  seven  senior 
operation  managers.  Now  there  are  three,  the  other  four  being  part 
of  OPM  located  within  our  facility. 

Five  branches  at  FIPC  have  been  combined  and  formed  into  two 
separate  divisions  with  nearly  all  of  those  employees  doing  the 
same  function  for  USIS  that  they  did  for  OPM.  But  instead  of  five 
senior  managers  there  are  only  two.  The  supervisors  have  also 
undergone  a  significant  change  -  a  thinner  supervisory  layer  with 
an  increase  in  responsibility.  No  one  lost  their  supervisory 
position  but  if  the  incumbents  remained  with  OPM,  USIS  did  not 
necessarily  fill  behind  those  vacancies. 

Our  field  investigators  also  have  seen  very  little  change.  Again, 
most  of  the  changes  came  from  combining  senior  level  positions. 
Instead  of  six  Federal  Investigations  Divisions,  USIS  is  comprised 
of  three  Business  Units. 

The  bottom  line  for  OPM  employees  is  that  everyone  who  wanted  a  job 
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with  USIS  received  an  offer  for  the  same  job  at  the  same  pay  with 
similar  benefits.  Now,  the  future  is  in  our  hands.  These  are  the 
same  people  who  have  worked  diligently  throughout  the  years  for  the 
government  and  have  sound  work  ethics.  The  program  that  we  love  is 
still  there.  All  that  has  changed  is  that  policy  is  now 
interpreted  by  0PM  personnel  who  will  also  oversee  our  work  as  a 
contractor.  Now,  we  do  not  deal  with  policy  issues  but  can 
concentrate  on  the  day-to-day  operations  of  a  program  that  is 
important.  It  is  our  mission  to  ensure  the  integrity,  quality  and 
security  of  this  program  and  to  serve  each  federal  agency  by 
delivering  the  same  high  quality  product  that  they  have  come  to 
rely  upon. 

To  illustrate  my  point,  this  is  what  transpired  on  Monday,  July  8, 
1996:  all  200+  employees  walked  through  the  employee  door  at  the 
Federal  Investigations  Processing  Center.  They  did  exactly  what 
they  did  on  the  Friday  before.  The  only  difference  was  that  they 
now  worked  for  themselves.  The  pride  in  what  they  did  in  the  past 
for  the  federal  government  came  with  them.  The  sense  of  importance 
for  the  job  that  they  do  came  also.  Integrity,  quality  and 
security  have  not  changed.  What  changed  were  their  faces.  Smiles 
were  more  prevalent.  Instead  of  the  burden  of  fear  over  what  might 
have  happened  to  us  if  we  had  lost  our  jobs  — a  fear  constantly 
with  us  for  the  last  two  years —  we  had  survived,  and  so  will  the 
work  we've  dedicated  ourselves  to  perform. 
I  will  gladly  answer  any  questions  you  may  have. 

5;. 
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Mr.  Mica.  Mr.  Enterline,  did  you  have  opening  remarks? 

Mr.  Enterline.  Yes,  I  do. 

Mr.  Chairman  and  members  of  the  committee,  thank  you  for  this 
opportunity  to  discuss  a  few  of  ijiy  personal  experiences  and  con- 
cerns regarding  the  transition  for  employment  as  an  0PM  inves- 
tigator to  an  employee  of  U.S.  Investigations  Services. 

I  am  a  western  Pennsylvania  native,  born  in  Kittanning,  Arm- 
strong County,  and  have  lived  in  Dayton,  near  the  junction  of  Indi- 
ana, Jefferson,  and  Armstrong  Counties  nearly  all  my  life.  I  at- 
tended Indiana  University  of  Pennsylvania  and  majored  in  crimi- 
nology. After  I  graduated,  finding  a  job  in  that  field  in  western 
Pennsylvania  proved  difficult,  due  to  the  depressed  economy  at 
that  time.  I  eventually  secured  a  white-collar  job  in  a  criminology- 
related  field  near  Harrisburg,  and  worked  in  the  Harrisburg/York, 
Pennsylvania  area  for  3  years.  However,  both  my  wife  and  I  want- 
ed to  return  to  western  Pennsylvania  because  we  felt  this  was  an 
ideal  place  to  raise  a  family.  In  1987,  we  returned  to  Armstrong 
County.  During  the  next  year,  I  was  unable  to  find  employment  in 
my  field  but  felt  that  the  quality  of  life  this  area  offered  was  more 
than  worth  the  sacrifice  of  my  career  at  the  time. 

In  early  1988,  I  responded  to  a  job  announcement  for  an  inves- 
tigator's position  at  OPM's  Federal  Investigations  Processing  Cen- 
ter in  Boyers,  PA.  In  December  1988,  I  was  hired  as  a  GS- 18 IO- 
CS investigator.  Being  employed  as  a  Federal  investigator  was  a 
very  satisfying  career  accomplishment.  I  also  looked  forward  to  the 
job  security  offered  by  the  position,  as  I  had  experienced  several 
layoffs  due  to  lack  of  work  in  the  previous  2  years.  Over  the  next 
few  years,  I  was  promoted  through  the  career  ladder  of  that  posi- 
tion to  GS-11,  which  enabled  my  wife  and  I  to  buy  a  home,  and 
also  enabled  my  wife  to  stay  home  full-time  to  raise  our  children. 
Both  are  extremely  important  goals  for  me. 

Upon  the  announcement  by  0PM  that  the  investigations  pro- 
gram was  to  be  privatized,  I  was  against  such  a  measure.  I  felt 
that  the  existence  of  a  function  serving  to  ensure  national  security 
went  beyond  mere  financial  considerations.  I  also  feared  that  our 
highly  qualified  and  well-trained  work  force  was  to  be  abandoned 
in  favor  of  poorly  trained,  poverty-wage  employees  in  a  variety  of 
bottomline-oriented  security  companies. 

Many  of  these  initial  concerns  were  eased  when  it  became  appar- 
ent that  the  Office  of  Federal  Investigations  was  going  to  be  con- 
verted, nearly  intact,  into  an  employee-owned  private  company. 
This  option  provided  the  opportunity  to  ensure  that  the  national 
security,  rather  than  financial  gain,  remained  the  most  important 
goal.  It  also  allowed  me  to  remain  employed  in  my  field  and  to  re- 
main in  western  Pennsylvania.  This  was  an  extremely  important 
consideration  since  neither  I  nor  my  family  wanted  to  relocate,  and 
job  opportunities  in  this  area  are  limited. 

At  that  point,  questions  as  to  what  kinds  of  salaries,  health  in- 
surance benefits,  and  retirement  packages  could  be  offered  became 
my  biggest  concerns.  As  these  questions  were  answered  and  it  was 
stated  that  salaries  would  stay  the  same  and  benefits  remain  com- 
parable, I  became  more  at  ease  with  the  privatization  option. 

I  also  had  concerns  as  to  whether  our  access  to  law  enforcement 
information  and  records  might  be  compromised  or  restricted  by  the 


72 

fact  that  we  were  no  longer  Federal  investigators.  However,  I  have 
experienced  no  additional  difficulties  in  obtaining  this  or  any  kind 
of  information  since  privatization  began. 

At  this  point,  U.S.  Investigations  Services  is  a  reality.  My  goal 
now  is  to  continue  to  help  make  the  company  a  success,  both  to  en- 
sure the  national  security  and  to  guarantee  the  continued  employ- 
ment of  everyone  involved. 

I'd  be  glad  to  answer  any  questions  you  have. 

Mr.  Mica.  Thank  you  for  your  testimony. 

[The  prepared  statement  of  Mr.  Enterline  follows:] 
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Mr.  Chairman  and  members  of  the  committee. 

Thank  you  for  this  opportunity  to  discuss  with  you  my  personal 
experiences  and  concerns  regarding  the  transition  from  employment 
as  an  0PM  Investigator  to  an  employee  of  U.S.  Investigation 
Services. 

I  am  a  Western  Pennsylvania  native,  born  in  Kittanning,  Armstrong 
County,  and  have  lived  in  Dayton,  near  the  junction  of  Indiana, 
Jefferson,  and  Armstrong  counties,  nearly  all  my  life.  I  attended 
Indiana  University  of  Pennsylvania,  and  majored  in  Criminology. 
After  graduation,  finding  a  job  in  that  field  in  Western 
Pennsylvania  proved  difficult,  due  to  the  depressed  economy  at  that 
time.  I  eventually  secured  a  white-collar  job  in  a  criminology- 
related  field  near  Harrisburg,  and  worked  in  the  Harrisburg/York, 
Pennsylvania  area  for  three  years.  However,  both  my  wife  and  I 
wanted  to  return  to  Western  Pennsylvania,  because  we  felt  this  was 
an  ideal  place  to  raise  a  family.  In  1987,  we  returned  to 
Armstrong  County.   During  the  next  year,  I  was  unable  to  find 
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employment  in  my  field,  but  felt  that  the  quality  of  life  this  area 
offered  was  more  than  worth  the  sacrifice  of  my  career  at  the  time. 

In  early  1988,  I  responded  to  a  job  announcement  for  an 
Investigator  position  at  0PM' s  Federal  Investigations  Processing 
Center  in  Boyers,  Pennsylvania.  In  December  1988,  I  was  hired  as 
a  GS-1810-05  Investigator.  Becoming  employed  as  a  Federal 
Investigator  was  a  very  satisfying  career  accomplishment.  I  also 
looked  forward  to  the  job  security  offered  by  the  position,  as  I 
had  experienced  several  layoffs  due  to  lack  of  work  in  the  previous 
two  years.  Over  the  next  few  years,  I  was  promoted  through  the 
career  ladder  of  that  position  to  GS-11,  which  enabled  my  wife  and 
I  to  buy  a  home,  and  also  enabled  my  wife  to  stay  home  full  time  to 
raise  our  children,  both  extremely  important  goals  for  me. 

Upon  the  announcement  by  0PM  that  the  Investigations  program  was  to 
be  privatized,  I  was  against  such  a  measure.  I  felt  that  the 
existence  of  a  function  serving  to  ensure  national  security  went 
beyond  mere  financial  considerations.  I  also  feared  that  our 
highly  qualified  and  well  trained  workforce  was  to  be  abandoned  in 
favor  of  poorly  trained,  poverty-wage  employees  of  a  variety  of 
bottom-line  oriented  "security"  companies. 

Many  of  these  initial  concerns  were  eased  when  it  became  apparent 
that  the  Office  of  Federal  Investigations  was  going  to  be 
converted,  nearly  intact,  into  an  employee-owned  private  company. 
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This  option  provided  the  opportunity  to  ensure  that  national 
security,  rather  than  financial  gain,  remained  the  most  important 
goal.  It  also  allowed  me  to  remain  employed  in  my  field,  and  to 
remain  in  Western  Pennsylvania.  This  was  an  extremely  important 
consideration,  since  neither  I  nor  my  family  want  to  relocate,  and 
job  opportunities  in  this  area  are  limited. 

At  that  point,  questions  as  to  what  kinds  of  salaries,  health 
insurance,  benefits,  and  retirement  packages  could  be  offered 
became  my  biggest  concerns.  As  these  questions  were  answered,  and 
it  was  stated  that  salaries  could  stay  the  same,  and  benefits 
remain  comparable,  I  became  more  at  ease  with  the  privatization 
option. 

I  also  had  concerns  as  to  whether  our  access  to  law  enforcement 
information  and  records  might  be  compromised  or  restricted  by  the 
fact  that  we  were  no  longer  Federal  investigators.  However,  I  have 
experienced  no  additional  difficulties  in  obtaining  this  or  any 
kind  of  information  since  privitization  began. 

At  this  point,  U.S.  Investigation  Services  is  a  reality.  My  goal 
now  is  to  continue  to  help  make  the  company  a  success,  both  to 
ensure  the  national  security,  and  to  guarantee  the  continued 
employment  of  everyone  involved. 

I  would  be  glad  to  answer  any  questions  you  may  have. 
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Mr.  Mica.  Thank  you  to  all  of  our  witnesses  in  this  panel  for 
their  testimony. 

I'd  like  to  ask  a  few  questions,  if  I  may.  I'll  start  with  Mr.  Harp- 
er. 

Can  you  tell  me  again,  for  the  record,  how  many  employees  re- 
ceived employment  offers? 

Mr.  Harper.  I  think  it  was  711  and  I  believe  we  got  back  94  per- 
cent. 

Mr.  Mica.  Were  there  any  that  did  not  receive  employment  of- 
fers? 

Mr.  Harper.  Every  employee  that  received  a  RIF  notice,  we  used 
that  RIF  list  to  construct  an  offer.  In  addition,  there  were  14  em- 
ployees who,  for  one  reason  or  another,  weren't  on  the  RIF  notice 
that  we  constructed  offers  to.  To  my  knowledge,  everybody  got  an 
offer. 

Mr.  Mica.  And  how  many  accepted? 

Mr.  Harper.  The  percentage  sticks  with  me.  It  was  94  percent 
accepted  that  offer,  even  one  that  was  on  duty  in  Bosnia. 

Mr.  Mica.  OK.  When  you  formed  the  company,  did  you  provide 
the  employees  with  the  opportunity  to  organize  or  hold  a  union 
election? 

Mr.  Harper.  The  American  Federation  of  Government  Employ- 
ees had  been  working  with  the  employees  for  months  before  the 
formation  of  the  company  to  gain  their  confidence  as  their  union 
representative.  They  filed  for  a  certification  election  on  our  first 
day — July  8,  our  first  day  of  operations.  The  election  was  held  on 
August  16.  Ninety-six  percent  of  our  employees  voted  2  to  1  to  give 
the  new  owners,  themselves,  and  management,  a  chance  to  manage 
the  company  and  to  not  have  a  union  representation  at  this  time. 

Mr.  Mica.  Why  do  you  think  they  rejected  that  representation? 

Mr.  Harper.  I  would  answer  that — first  of  all,  I  think  the  origi- 
nal appeal  of  the  union  was  based  upon  appealing  to  their  sense 
of  insecurity  because  of  the  unknown;  what  was  going  to  happen 
to  them  in  going  from  Federal  to  private  sector  and  their  fear  of 
the  private  sector,  and  what  it  meant  to  them. 

I  think  that  after  we  got  started,  after  we  fulfilled  our  commit- 
ments and  our  payrolls  and  put  the  benefit  packages  into  place  and 
had  a  chance  to  explain  to  them  how  business  works,  what  being 
a  shareholder  means,  they  had  a  chance  to  get  to  know  each  other, 
see  the  people  we  had  selected  and  promoted,  look  at  the  training 
programs  we  had  implemented.  I  then  think  that  they  thought  that 
this  was  a  good  thing.  That  this  was  not  something  to  be  feared, 
and  I  think  they  voted  that  way. 

Mr.  Mica.  Ms.  Craig  and  Mr.  Enterline,  you  went  through  this 
transition.  It's  quite  a  historic  step.  One  of  the  reasons  for  this 
hearing  and  one  of  the  reasons  we've  monitored  this  so  closely  is 
to  try  to  make  certain  that  it  be  done  in  a  responsible,  responsive, 
accountable  fashion. 

Now,  looking  back  over  what  took  place  in  this  transition,  are 
there  some  things  that  were  improperly  done  or  that  we  could  im- 
prove on  as  we  learn  from  this  experience? 

Ms.  Craig. 

Ms.  Craig.  As  far  as  anything  that  we've  done  that  possibly  we 
wouldn't 
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Mr.  Mica.  Yes.  Do  you  see  something  that  we  now — you  know, 
Mr.  English,  bless  his  heart,  has  been  on  OPM's  case  and  has 
worked  with  me.  I  mean,  I've  seen  his  face  on  a  daily  basis  since 
we  started  this  to  make  certain  that  we  did  things  in  a  respon- 
sive— I  guess  as  I  said,  accountable,  responsible  manner,  that  we're 
dealing  with  people  here. 

My  intent  today  isn't,  you  know,  just  to  gloss  over  this.  We're  try- 
ing to  make  sure  that — this  step  was  just  pretty  historic.  You 
heard  Mr.  King  say  220  years  or  something  since  they  wrote  the 
Constitution.  It's  the  first  step  toward  this  magnitude  of  privatiza- 
tion. So,  what  I'm  looking  for  as  Chair  of  this  subcommittee  is, 
what  didn't  we  do  right?  How  could  we  improve  the  process?  Did 
we  treat  people  unfairly?  Are  there  considerations  as  we  get  into 
this  further,  and  we  probably  will,  that  we — should  be  considered? 

Do  you  have  any  comments,  anything  that  we  can  improve  in 
what  we  did? 

Ms.  Craig.  Well,  I  would  say  that  one  of  the  things  I  found  was 
the  dates,  how  the  dates  were  constantly  moving.  We  were  scared, 
all  of  us  were.  We  were  getting  used  to  the  idea  that  this  was  going 
to  happen.  It  was  going  to  be  December  of  one  year,  and  then  Janu- 
ary, and  it  just  kept  moving.  So,  it  was  hanging  over  our  heads  for 
some  time. 

Mr.  Mica.  So  some  definitive  time  schedule  and  keeping 

Ms.  Craig.  Well,  we're  used  to — ^yes,  we're  used  to  being  former 
Government  employees.  Usually  a  date  when  something  is  effective 
is  the  date  it  becomes  effective.  So,  the  delay  seemed  to  heighten 
our  fears. 

Mr.  Mica.  So  that  might  be  one 

Ms.  Craig.  That  would  be  the  only  thing  I  can  see. 

Mr.  Mica.  OK. 

Mr.  Enterline,  did  you  want  to  comment? 

Mr.  Enterline.  I  would  like  to  address  the  big  problem  of  dates 
sliding  ahead  constantly.  After  the  proposition  had  been  in  place 
for  a  while  and  it  looked  like  it  was  going  to  become  final,  we  all, 
I  think — at  least  the  coworkers  that  I'm  acquainted  with — looked 
forward  to  the  fact  that,  OK,  it's  finally  going  to  take  place.  It's 
going  to  be  over. 

And  we  were — I  don't  even  want  to  say  "resigned."  We  were  look- 
ing forward  to  it,  in  fact.  First  it  was  going  to  be  December  1.  Well, 
then  that  slid  into  January.  Then  it  slid  into  February.  Then  it  slid 
up  to  April.  It  became  a  little  maddening  because  we  were  all  look- 
ing forward  to  making  the  transition  and  putting  it  behind  us  and 
going  on  with  our  duties. 

Other  than  that,  there  weren't  any  other  concerns  that  weren't 
addressed  or  were  neglected,  as  far  as  I'm  concerned. 

Mr.  Mica.  Now,  you've  heard  the  testimony  of  Mr.  Harper.  Were 
there  any  employees  left  behind  or  that  didn't  have  a  fair  oppor- 
tunity or  a  shot  at  employment  in  this  process? 

Ms.  Craig. 

Ms.  Craig.  I  was  one  of  the  RIF'd  managers.  In  fact,  I  was  the 
only  RIF'd  manager  and  everybody  got  a  letter.  And  it  was  within 
24  hours. 

Mr.  Mica.  Mr.  Enterline. 
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Mr.  Enterline.  Yes,  everyone  I  knew  of  that  was  RIF'd  got  an 
offer  within  24  hours. 

Mr.  Mica.  OK. 

Mr.  Harper,  I  want  to  go  back,  if  I  can  for  a  minute,  to  some  of 
the  problems  we  had  in  the  planning  and  the  transition.  Some  of 
them  were  reported  by  GAO  in  August  that  the  Department  of  En- 
ergy problem  that  you  heard  with  the  nuclear  facilities  denying 
some  access  because  they  were  no  longer  employees. 

Was  there  a  reason  you're  aware  of  that  this  wasn't  resolved  in 
the  transition?  What  led  to  this  problem? 

Mr.  Harper.  Actually,  at  the  security  officer  level  in  the  DOE, 
they  were  brought  aboard  early.  At  the  local  level  various 
decisionmakers  made  decisions  not  to  give  access.  It  wasn't  across 
the  board.  There  were  many  nuclear  facilities  where  there  was  no 
change  at  all.  There  were  a  few  nuclear  facilities  where  we  were 
denied  access.  Now  that  didn't  mean  that  work  didn't  go  forward. 
It  meant  we  did  the  interviews  ofFsite.  So,  it  just  made  it  a  little 
more  inconvenient  for  us  while  the  issue  was  being  resolved.  I 
think  0PM  jumped  on  the  issue  and  resolved  it  rather  quickly. 

Mr.  Mica.  The  other  area  that  GAO  raised  concern  about,  and 
I  also  mentioned  this  to  the  previous  panel,  was  the  problem  of  no- 
tifying the  local  and  State  enforcement  agencies  that  there  wasn't 
proper  communication  or  contact. 

Could  you  tell  us  your  side  of  that  story? 

Mr.  Harper.  Some  of  that  criticism  is  self-fulfilling  because  it 
was  generated  at  a  time  when  a  number  of  employees  were  des- 
perately fighting  us  because  they  wanted  to  stay  a  Federal  em- 
ployee and  any  excuse  was  a  good  excuse  for  doing  this.  So,  you  can 
go  up  to  a  local  agency  and  say,  "Gee,  the  sheriff  won't  give  me  ac- 
cess if  I'm  not  a  Federal  employee" — so  it  comes  about  that  way. 

Today,  that  same  investigator  is  going  back  there  and  has  all  the 
access  they  can  have.  I  think  the  attempts  to  notify  the  State  agen- 
cies involved  might  have  been  better — I  would  have  said  one  of  the 
lessons  learned  here  was  our  efforts  to  communicate  directly  with 
the  employees  during  the  developmental  process  could  have  been 
better.  We  wanted  it  to  be  better  but  it  was  new  to  everybody  and 
there  were  ethical  concerns  about  dealing  with  current  Federal  em- 
ployees in  the  formation  of  a  company  that  they  would  become  em- 
ployees of.  So,  we  were  denied  access  to  many  of  the  Federal  em- 
ployees, and  from  even  keeping  them  updated  on  what  was  going 
on. 

Well,  the  same  kind  of  prohibitions  apply  to  our  going  to  other 
law  enforcement  agencies  and  keeping  them  updated.  So,  we  had 
to  let  0PM  take  the  lead  on  most  of  that.  Looking  back  on  it,  be- 
cause we  did  succeed,  I  would  have  to  say  that  even  though  there 
were  rough  spots,  there  may  have  been  good  reasons  for  such  a 
tight  control  over  information  at  the  time. 

Mr.  Mica.  Just  a  final  question  in  this  round  of  questions  to  both 
Mr.  Sievers  and  you. 

Are  you  aware  of  any  employees  that  have  pending  complaints 
or  concerns  about  treatment  or  problems  in  the  transition  that 
haven't  been  resolved? 

Mr.  Sievers. 

Mr.  Sievers.  I  am  not. 
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Mr.  Mica.  Mr.  Harper. 

Mr.  Harper.  I  understand  that  there  is  only  1  employee  out  of 
700-or-so,  almost  700  that  were  RIF'd  that  filed  a  complaint  saying 
that  the  RIF  was  unfair.  That's  an  0PM  concern,  not  ours.  But,  I 
thought  it  was  remarkable  that  there  was  only  one  complaint  in 
that  particular  area. 

As  far  as  our  employees  go,  each  day  that  goes  by  gets  better  and 
better.  I  have  to  tell  you,  they've  got  a  good  pay  package,  and  a 
good  benefit  package.  The  best  I've  had  in  my  14  years  after  I  left 
the  Federal  service;  and  they  have  it  now.  It's  a  great  opportunity 
for  them.  I  think  they  are  absorbing  that,  realizing  that. 

Mr.  Mica.  Thank  you. 

To  be  fair,  I  want  to  yield  now  to  my  colleague  from  Pennsylva- 
nia. 

You're  recognized,  Mr.  English. 

Mr.  English.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  all  of  the  panelists  for  participating  here  today. 

Mr.  Harper,  I  know  this  is  speculative  but  at  this  point,  looking 
into  your  crystal  ball  and  anticipating  some  of  the  market  opportu- 
nities that  might  exist,  can  you  give  us  any  sense  of  what  your 
likely  employment  level  is  going  to  be  down  the  road  in  Butler 
County? 

Mr.  Harper.  I  would  say  within  2  years,  it  would  top  300  here. 
Because  as  the  processing  center  is — it  will  produce  one  of  our 
most — the  fastest-growing  project  will  be  the  data  base  research 
type  product.  That  will  be  done  here  and  that  will  require  more 
people,  both  to  enter  the  initial  case  and  also  to  operate  it. 

Mr.  Mica.  Would  the  gentleman  yield? 

Mr.  English.  Certainly. 

Mr.  Mica.  You  had  testified  that  you  hired  27  personnel? 

Mr.  Harper.  That's  correct. 

Mr.  Mica.  Is  that  in  this  area? 

Mr.  Harper.  Yes,  it's  primarily  in  this  area. 

Mr.  Mica.  It  is.  And  that's  above  that  original  level? 

Mr.  Harper.  That's  correct. 

Mr.  Mica.  OK.  Thank  you. 

I  yield  back. 

Mr.  English.  Thank  you,  Mr.  Chairman. 

Mr.  Harper  and  Mr.  Sievers,  having  reviewed  your  sole-source 
contract  and  looking  down  the  road,  do  you  feel  that  it  gives  you 
a  comfort  level  in  planning?  And  do  you  feel  that  the  sole-source 
contract  for  your  purposes  with  the  Federal  Government  is  ade- 
quate? 

Mr.  Harper.  Yes.  I  would  have  gone  for  5  years.  The  reason  I 
fought  harder  for  5  years  is  I  really  wanted  to  make  sure  that  we 
left  these  employees  with  essentially  their  retirement  package, 
their  ESOP  shares  viable.  Three  years  was  the  minimum  you  could 
go  with,  and  then  we  have  the  two  1-year  options  which  we  built 
into  this  thing.  But  the  options  could  be  picked  up  or  not  picked 
up,  so  it's  an  unknown.  When  you  match  that  up  against  being  un- 
employed or  the  lack  of  emplojonent  opportunities  here,  it  was  a 
fair  chance  to  take. 

I  would  also  say  that  the  only  thing  that  I  see  that  could  endan- 
ger the  program  would  be  the  continuing  pressure  to  try  to  do  it 


80 

cheaper,  or  try  to  get  lower  prices  before  we  obtain  the  economies 
of  scale.  You  can  see  it  in  a  lot  of  security  industries.  But  in  a  labor 
intensive  service  industry  which  this  is,  when  you  start  taking  a 
dollar  out  here  and  a  dollar  there,  it  eventually  comes  out  of  the 
pockets  of  the  people.  Then  once  you  do  that,  you  really  endanger 
the  quality  of  the  program  because  then  the  people  start  leaving 
you  and  you  have  turnover  problems  and  training  problems. 

Mr.  English.  You  obviously  are  in  a  fairly  high-technology  busi- 
ness which  I  would  imagine  in  order  to  continue  to  provide  the  best 
quality  product,  you're  going  to  have  to  make  massive  capital  in- 
vestments including  investments  in  technology.  Do  you  feel  that 
USIS  is  going  to  be  capable  of  making  those  sorts  of  investments 
at  a  necessary  level? 

Mr.  Harper.  Yes.  I  think  we  have  the  expertise.  It's  one  of  the 
reasons  we  brought  Perot  in  as  one  of  the  partners  going  forward 
because  of  their  technical  expertise.  We've  also  programmed  that 
into  our  5-year  plan,  but  we'll  have  to  do  that  in  consultation  and 
in  concert  with  OPM's  desire  to  modernize  its  data  storage  and 
data  acquisition  process  also. 

Mr.  English.  Also,  obviously,  you  mentioned  in  your  testimony 
that  this  is  a  very  skilled  work  force.  Do  you  feel  you  have  the  job 
training  opportunities?  And  how  do  you  anticipate  your  organiza- 
tion is  going  to  be  meeting  the  needs  of  the  work  force  as  far  as 
keeping  their  skills  up,  creating  opportunities  for  them  to  expand 
their  skills  to  be  promoted? 

Mr.  Harper.  I  can  cover  that.  It  is  an  extremely  educated  and 
experienced  labor  pool.  Let  me  give  you  an  example,  we  just  pro- 
moted about,  I  think,  21  people  since  July  to  fill  various  vacancies 
and  they^ve  all  been  internal  promotions.  It  has  been  tough  because 
competition  is  keen  because  they're  so  well  qualified.  So,  we  have 
done  the  internal  promotions  which,  of  course,  continues  to  make 
us  an  attractive  employer. 

We  have  also  implemented  a  training  program.  We  have  two 
classes  ongoing  right  now  for  investigators  because  we  have  a 
surge  in  government  business  and  we  have  to  replace  investigators 
who  retired.  We  have  1  class  of  12  in  Los  Angeles  that's  in  its  third 
week  of  a  12- week  course,  and  another  class  of  9  in  Kansas  City 
that's  in  its  second  week  of  that  course.  So,  we  have  a  training  pro- 
gram to  meet  that.  In  addition  to  the  internal  promotion  opportuni- 
ties which  gives  them  something  to  strive  for  in  our  training  pro- 
gram, we're  in  the  process  now  of  implementing  a  tuition  assist- 
ance program  for  them.  There  will  be  more  leadership  or  super- 
visory training  than  was  conducted  in  the  past  and  the  first  part 
of  that  class  starts  for  the  supervisory  investigators  in  November. 
The  supervisors  here  in  Boyers  will  follow  in  January. 

Mr.  English.  Have  you  had  any  interaction  at  this  stage  with 
any  of  the  State  System  of  Higher  Education,  Clarion  or  Indiana 
University  of  Pennsylvania,  or  any  of  the  Pittsburgh  area  institu- 
tions about  possibly  providing  programs  that  meet  the  needs  of 
your  work  force? 

Mr.  Harper.  Not  directly  in  that.  We  have  begun  to  interact  with 
the — community.  We  held  our  last  business  unit  meeting  at  Grove 
City  College  as  an  initial  phase  for  that.  Next  week,  I'll  be  teaching 
a  class  at  Butler  Community  College  on  Friday  as,  again,  a  begin- 
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ning  of  an  outreach  to  the  community  to  see  what's  available  to  us. 
I'll  be  on  a  panel  in  Washington  that  Arthur  Andersen  is  running 
for  the  U.S.  Air  Force  which  will  be  composed  of  half  academic  and 
half  federally  related  suppliers  and  Air  Force  people.  We'll  make 
some  contacts  that  way.  Slippery  Rock  has  an  interesting  program 
of  a  data  base  on  Federal  contracts  that  we  intend  to  avail  our- 
selves to,  but  we  have  not  contracted  yet  for  any  outside  training. 

Mr.  English.  Very  good. 

We  have,  as  you  are  aware,  some  very  strong  local  institutions 
like  Slippery  Rock  that  I  think  could  be  very  useful  long  term  to 
develop  that  relationship. 

I  have  a  final  question  more  for  Mr.  Enterline.  I  think  you've  al- 
ready covered  this  in  your  testimony,  but  I  wanted  to  revisit  it. 

In  your  view,  have  the  access  problems  with  records  been  pretty 
much  resolved?  Do  you  anticipate  that  there  might  be  any  other 
additional  problems?  Can  you  suggest  to  us  whether  you  might 
think  it  appropriate  that  we  consider  any  legislative  remedies  to 
any  problems  that  might  exist? 

Mr.  Enterline.  I  personally  haven't  experienced  any  problems 
with  that  access  since  we  privatized  and  I  don't  know  anyone  of  my 
coworkers  that  has. 

As  to  any  further  legislation,  I'm  not  aware  of  what  kind  of  legis- 
lation might  aid  us.  The  minor  problems  we  have  even  while  we 
were  Federal  came  with  small  police  departments  who  didn't  turn 
us  down  because  they  just  didn't  want  to  give  us  information.  It 
was  because  they  didn't  have  the  personnel  to  do  the  search  for  us. 

Mr.  English.  Sure. 

Mr.  Enterline.  And  I  don't  really  know  of  any  legislative  rem- 
edy for  that. 

Mr.  English.  Neither  do  I. 

Thank  you  so  much  for  your  time. 

Mr.  Chairman,  thank  you  for  the  opportunity. 

Mr.  Mica.  I  thank  you,  Mr.  English. 

I'm  sort  of  a  free-enterprise  advocate  in  the  Congress.  I  came 
from  a  town  just  a  couple  of  miles  from  the  Pennsylvania  border. 
Up  in  Binghamton,  NY,  where  I  was  born,  it's  one  of  those  de- 
pressed areas  of  the  country  where  there's  not  too  many  job  oppor- 
tunities. I  have  cousins  back  there  and  many  folks  are  on  welfare, 
or  businesses  moved  out.  I  keep  hearing  this  10  million  new  jobs 
created  and  then  I  look  at  the  statistics.  I  see  that  most  of  the  jobs 
are  low  paying,  part  time,  no-benefit  jobs. 

In  fact,  I'll  take  you  back  with  me  tonight  to  Florida.  I  come  from 
central  Florida  and  we're  one  of  the  most  prosperous  areas.  We 
have  maybe  5  percent  unemployment.  There  are  help  wanted  signs 
all  over  at  the  Burger  King  and  at  the  gas  station,  and  someplace 
else  you  see  these  signs.  The  statistic  that  doesn't  get  out  is  that 
I  read  the  Department  of  Labor  report  that  has  somehow  gotten 
buried.  It  relates  from  1993  to  1995  that  8.4  million  people  lost 
their  jobs  in  this  country  and  most  of  them  were  high  paying  good 
jobs  with  good  benefits.  A  majority  of  folks  had  to  take  lower  pay- 
ing jobs. 

Another  thing  of  concern  I  heard  this  past  week  with  a  daughter 
that's  going  to  graduate  from  college.  Three  years  ago  if  she  had 
graduated  from  college,  she'd  be  getting  $2,000  more  entering  sal- 
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ary  than  she  is  going  to  get  as  a  graduate.  So,  this  is  a  concern 
to  me.  I  lay  this  preface  down  because  I  want  to  know  what  kind 
of  jobs  we're  creating  here?  Are  these  low  paying?  Are  these  part 
time?  Are  these  no-benefit  jobs?  What  have  we  done  here  and  how 
is  it  affecting  the  community?  What  impact  does  it  have? 

Can  you  answer  me  for  the  record,  are  these  low-paying  jobs? 
Have  we  reduced  salaries?  Are  they  no-benefit  jobs  or  part-time 
jobs?  Are  they  falling  into  that  mold  of  what  we've  seen  around  the 
rest  of  the  country? 

Mr.  Harper. 

Mr.  Harper.  Our  average  investigator  makes  $45,000  a  year. 

Mr.  Mica.  Is  that  reduced  from  when  it  was  a  Government  sal- 
ary? 

Mr.  Harper.  No. 

Mr.  Mica.  What  about  benefits?  Have  you  cut  the  benefits? 

Mr.  Harper.  No. 

Mr.  Mica.  Have  you  increased 

Mr.  Harper.  Let  me  preface  that. 

Mr.  Mica.  Go  ahead. 

Mr.  Harper.  The  benefit  mix  changed  a  little  bit  because  many 
of  these  were  senior  Government  employees  and  they  weren't  mak- 
ing FICA  contributions.  We're  making  FIG  A  contributions.  The 
medical  benefit  insurance  package  is  changed  because  they  had  350 
or  so  different  plans  they  signed  up  for.  We  gave  them  a  choice  be- 
tween three  Aetna  plans,  very  good  plans. 

What  did  change  was  some  of  the  time-off  benefits.  They  have 
fewer  days  off,  although  they  start  with  10  days'  vacation,  9  holi- 
days, 1  variable  day,  and  they  have  10  days'  sick  days.  So,  that's 
a  very  good  package  Ijut  it's  less  than  what  they  had.  This  was  part 
of  our  desire  to  have  more  productivity  improvements  in  order  to 
maintain  the  wages  and  some  of  the  other  insurance  things. 

The  investigators  are  being  hired  in  at  comparable  rates  to  what 
they  would  be  hired  in  before.  We  are  losing  some  of  the  experi- 
enced investigators  who  retired  or  went  to  another  Federal  agency. 
We're  hiring  some  new  college  graduates  in  at  wages  that  are 
slightly  higher  than  they  would  have  been  hired  in  under  the  Gov- 
ernment scheme  of  things.  We  are  increasing  the  subcontracting 
mix  which  gives  us  more  agility  to  respond  to  business  flows  here 
and  there. 

In  this  area,  our  minimum  wage  people — I  shouldn't  say  our  min- 
imum— our  lowest  wage  people  are  in  the  $7  range.  We  actually 
raised  that  entry  level  range  up  for  them.  I  would  have  to  say  over- 
all, they  are  hired  better.  Our  managers  are  paid  a  little  bit  more 
than  they  were  paid  under  the  Government's  scheme  because  we 
have  a  thinner  management  work  force,  a  flatter  organization  than 
under  the  Grovernment  scheme.  Their  added  responsibility  was  rec- 
ognized with  added  pay. 

Mr.  Mica.  Mr.  Sievers,  you're  the  financial  officer.  Have  you 
cooked  the  books?  Are  a  lot  of  these  folks  part  time,  or  you've  got 
some  other  definition  that  we're  not  hearing  about? 

Mr.  Sievers.  No.  The  employees  came  over  to  USIS  as  has  been 
indicated  on  substantially  the  same  compensation  base  that  they 
received  before.  Benefits  are  comparable  to  what  they  received  be- 
fore. We've  not  done  any  type  of  shell  game,  anything  like  that. 
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Specifically,  dealing  with  the  department  that  I  have  responsibil- 
ity for  which  is  the  Finance  and  Accounting  Department,  because 
before  it  was  a  Federal  governmental  agency  there  was  no  internal 
accounting  department  located  here  in  Butler  County.  So,  one  of 
the  responsibilities  I  had  was  to  develop  that  department.  Counting 
myself  there  are  now — we  went  from  zero  to  nine  people.  Eight  peo- 
ple that  report  to  me;  of  those  eight  people,  three  are  from  the  out- 
side where  we  felt  we  had  the  need  to  get  certain  specific  experi- 
ences, primarily  Federal  governmental  contracting  experience,  so 
that  we  would  be  sure  that  we  were  in  compliance  and  we  could 
meet  all  the  requirements  of  the  contract.  The  other  five  people  all 
were  promoted  from  within.  In  every  case,  those  five  people  re- 
ceived pay  raises  of  varying  amounts. 

Because  we  really  do  want  to  use  the  skills  that  are  there,  we 
find  though  that  one  individual,  for  example,  has  a  degree  in  fi- 
nance and  accounting  from,  I  think,  Slippery  Rock.  Although  it's  a 
degree  from  8  years  ago.  So,  therefore,  while  they  were  there,  that 
base  is  there,  they  weren't  fresh.  So,  one  thing  that  we're  doing — 
you  were  talking  about  reaching  out  to  the  local  colleges — is  that 
individual  is  now  going,  picking  up  additional  classes  to  get  current 
on  what  current  accounting  principles  are,  for  example.  We  have 
another  individual  in  the  department  who  is  doing  the  same  thing. 
So,  those  are  examples  of  the  things  that  we're  doing. 

Mr.  Mica.  That  was  probably  the  answer  to  my  next  question.  In 
my  district  in  east  central  Florida,  we  had  a  Boston  Whaler  oper- 
ation which  was  only  part  of  the  operation.  I  convinced  them  to 
move  the  balance  of  the  operation  from  "Taxachusetts"  down  to  my 
district.  But  then  after  I  got  them  there,  for  6  months,  they  called 
me  and  said  "hey,  we  can't  find  people  that  have  the  skills."  So,  you 
are  addressing  the  problem  that  we  have. 

Another  one  of  my  favorite  areas  is  job  training.  Just  for  the 
record,  we  have  a  $1  billion  expenditure  in  Florida  on  Federal  and 
State  job  training  programs.  Twenty  percent  of  those  who  enter  the 
job  training  program  complete  it.  Nineteen  percent  of  that  get  a 
job,  and  the  majority  of  those  that  get  a  job  do  so  at  just  slightly 
above  minimum  wage  and  the/re  out  of  the  job  within  6  months. 
So,  it's  not  exactly  a  sterling  record  of  success.  Job  training,  finding 
qualified  people  and  seeing  to  it  now  that  we've  given  you  that  re- 
sponsibility, that  you're  helping  and  working  with  the  community 
to  determine  that  we've  got  folks  who  can  fill  the  positions. 

What  are  you  doing  to  make  sure  that  the  company  provides  an 
adequate  quality  of  investigations?  Heretofore,  0PM  oversaw  some 
of  this,  and  I  guess  they'll  oversee  a  little  of  this  in  monitoring. 
This  is  part  of  the  contract.  But  what  steps  are  you  taking  to  make 
sure  that  the  quality  is  maintained  in  this  process,  Mr.  Harper? 

Mr.  Harper.  Well,  I'll  just  say  Lynn  could  address  that,  too. 

First  of  all,  actually,  we  inherited  the  system  from  0PM.  It  was 
a  good  system  and  they  had  good  quality  controls,  so  we  had  the 
good  fortune  to  bring  over  that  system  intact  and  continue  their 
procedures.  We  have  also  had  a  chance  to  begin  to  start  applying 
some  statistical  models  to  quality  control  and  we'll  test  that 
against  what  0PM  had  done  in  the  past.  So,  the  old  system  was 
there.  Now  we're  looking  for  ways  to  maj'be  improve  upon  and  use 
the  resources  in  a  more  focused  area. 
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The  facility  itself  is  located  in  what  was  a  limestone  mine  so  ev- 
erything was  there  and  nothing  got  out.  So,  we've  retained  it  all. 
It  all  stays  there  and  you  work  there  all  day.  The  people  continue 
to  come  there  and  they  work  all  day,  and  they  were  very  good  at 
it.  We  have  written  into  the  contract  in  three  different  portions, 
language  of  security  quality  and  integrity  of  the  data.  All  of  those 
are  implemented.  If  you  will,  actually,  we  probably  have  more  con- 
trol over  it  than  before  because  now  we've  got  the  oversight  0PM 
people  looking  at  it  and  we've  got  our  people  looking  at  it. 

Lynn,  do  you  want  to  comment  on  it? 

Ms.  Craig.  Yes,  exactly.  One  of  the  things  that  my  division  is  re- 
sponsible for  is  scheduling  investigations.  In  one  part  where  the  in- 
vestigator is  out  there,  I  have  to  ensure  that  all  the  data  that's 
going  in  is  100  percent  because  I  do  not  want  an  investigator  to 
call  me  up  and  yell  at  me. 

So,  we  make  sure  by  having  information  entered  a  second  time. 
That's  exactly  the  same  system  we  had  with  0PM.  We've  been 
there  from  the  very  beginning  when  we  developed  these  systems 
and  they  work.  There's  a  good  reason  for  them.  It  ensures  the  in- 
tegrity of  the  data  and  it  also  gets  the  investigator  out  to  the  places 
where  they  need  to  be.  We're  not  changing  that.  We  haven't 
changed  any  of  that. 

Mr.  Harper.  For  example,  when  you  enter  data,  one  person  en- 
ters it  and  another  enters  it  again.  We  can  compare  key  strokes  if 
we're  looking  for  errors  in  the  entry  of  the  data  so  that  the  inves- 
tigator in  the  field  gets  100  percent  accurate  data  without  wrong 
phone  numbers,  wrong  addresses  or  wrong  dates  which  are  vital  to 
the  investigation  down  the  road. 

Mr.  Mica.  As  to  the  question  of  quality,  we're  now  the  customer 
and  we  want  to  make  sure  that  we're  spending  taxpayer  dollars  on 
getting  a  quality  service  in  return  for  hard-earned  dollars  that  are 
paid  now  to  your  corporation.  So,  we'll  monitor  that  very  closely. 

The  other  final  questions  that  I  have,  can  you  think,  Mr.  Harper 
or  Mr.  Sievers,  are  there  any  Federal  legislative  constraints  that 
you  see  now  or  may  foresee  that  this  committee  or  Congress  should 
address  in  allowing  you  to  move  forward  with  this  mission?  Are 
there  things  that  we  could  do  to  enhance  efficiency,  economy,  or 
savings  in  this  effort?  Are  there  any  legal  or  legislative  changes 
that  we  should  be  looking  at  as  we  move  forward? 

Mr.  Harper. 

Mr.  Harper.  Taking  a  broader  view  of  security  in  the  country  in 
general,  and  it  would  apply  to  us,  again,  it  would  be  access  to  the 
FBI  data  base.  You'll  run  into  this  with  implementation  of  certain 
legislation  concerning  HUD  right  now,  certain  legislation  recently 
approved  in  FAA.  We  constantly  hear  about  the  stories  about  secu- 
rity guards  who  were  put  on  posts  and  got  in  trouble,  yet  had 
criminal  backgrounds  that  the  employer  didn't  know  about. 

In  many  cases,  the  employer  tried  to  verify  that  background.  But 
if  that  security  guard  had  lived  in  5  or  10  counties,  they  might 
have  been  only  able  to  verify  it  in  the  most  2  or  3  recent.  Where, 
had  they  been  able  to  go  to  the  interstate  index  or  the  FBI  files, 
they  would  have  been  able  to  get  a  broader  look  at  the  guy's  or  the 
gal's  criminal  background.  That  would  require  some  legislation. 
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If  you  work  in  a  bank,  every  bank  employee  can  be  checked.  It 
is  run  through  an  FBI  check  because  they  have  a  law  on  the  books 
allowing  them  to  do  that.  Whereas,  if  you're  a  security  guard  or  a 
day  care  worker,  you  don't  have  the  ability  to  provide  that  same 
check  to  those  employees  because  of  the  way  the  law  stands  right 
now.  I  think  that  should  be  looked  at  in  maybe  narrower  areas  as 
it  concerns  security.  I'm  not  just  saying  it  applies  to  this  company. 
I  think  it  applies  to  the  security  industry  in  whole.  We  would  all 
be  better  off  if  we  could  have  a  better  check  on  those  employees. 

Mr.  Mica.  Thank  you. 

Mr.  Sievers. 

Mr.  Sievers.  My  comments — excuse  me — my  comments  would  be 
somewhat  from  a  selfish  nature  in  that,  going  back  in  time  if  we 
could  have  had  access  to — I'll  give  you  an  example,  worker's  com- 
pensation data  as  far  as  losses.  Not  with  regard  to  a  certain  indi- 
vidual's name,  but  just  so  we  would  have  known  loss  experience. 
That  would  have  made  the  job  of  getting  worker's  compensation  in- 
surance at  very  competitive  rates  easier.  We  would  not  have  had 
to  go  out  and  get  what's  called,  basically  without  any  modification 
to  the  premiums.  In  other  words,  we  start  out  as  a  brand  new  em- 
ployer, so  you  get  the  base  rate.  My  guess  is  and  my  sense  is,  had 
we  had  this  data,  we  would  have  had  a  rate  that  would  have  been 
lower  than  the  base  rate,  thus  saving  the  money  some  cash-flow. 

The  other  thing  going  back  in  time  that  would  have  made  the 
process  a  little  easier,  to  the  extent  we  could  have  had  certain  data 
on  the  employees  for  withholding  purposes,  payroll  tax  purposes. 
We  wanted  to  make  sure  we  had  a  seamless  transition  and  we  ac- 
complished that  with  a  lot  of  work.  We  paid  everyone  when  they 
were  supposed  to  be  paid  and  paid  them  properly  and  accurately. 
Had  we  had  more  data  coming  over  from  us  prior  to  the  privatiza- 
tion, we  could  have  accomplished  that  easier. 

Mr.  Harper.  Let  me  preface  Larry's  to  make  it  more  understand- 
able. 

In  a  noniial  acquisition  or  a  merger,  which  is  what  this  is,  you 
would  normally  get  a  payroll  data  sheet  and  a  chance  to  operate 
on  the  losing  company's  payroll  system  for  a  while.  We  did  not 
have  that.  On  day  one,  we  had  to  be  up  and  running  with  our  own 
payroll.  Yet,  we  couldn't  get  any  data  because  of  privacy  concerns 
from  the  Government.  So,  we  actually  had  to  go  to  the  employees 
and  re-enter  all  that  data,  and  build  it  all  up  from  the  very  begin- 
ning without  any  prior  history  to  that.  It  was  time  consuming  and 
costly,  but  we  did  it. 

Mr.  Mica.  Any  other  legal  impediments? 

Mr.  Harper.  No. 

Mr.  Mica.  Well,  I  thank  you  for  your  response. 

I'll  yield  now  to  Mr.  English. 

Mr.  English. 

Mr.  English.  Thank  you,  Mr.  Chairman. 

I  just  have  one  more  question  for  Mr.  Harper. 

What  would  you  estimate  for  the  subcommittee  is  the  impact  of 
the  privatization  on  the  local  tax  base?  Specifically,  what  is  your 
corporation  going  to  be  providing  to  the  local  communities  in  terms 
of  expanded  local  tax  revenues  and  expanded  taxes  generally? 
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Mr.  Harper.  That  sort  of  depends  on  profitability  for  one  thing. 
You  could  also  throw  into  this,  the  number  of  new  homeowners 
that  we  brought  into  the  area  and  the  profit  tax.  We  talk  of  it  in 
terms  of  somewhere  between  $3  to  $5  million,  I  think. 

Is  that  right? 

Mr.  SiEVERS.  Right. 

Mr.  Harper.  Again,  it  would  depend  on  how  we  do  in  bringing 
other  business  on  and  how  fast  we  implement  some  of  the  price  de- 
creases that  are  built  into  the  contract  for  0PM,  because  that 
would  also  affect  the  profit 

Mr.  English.  Do  you  have  any  assets  that  have  gone  on  to  the 
local  property  tax  rolls  as  a  result  of  privatization? 

Mr.  Harper.  No. 

Mr.  SlEVERS.  Very  few.  Under  the  contract,  we  have  significant 
amount  of  Government-furnished  equipment.  Beyond  that  though, 
we  have  started  to  acquire  some  computers  that  we  need,  for  exam- 
ple, in  the  finance  and  accounting  department.  We'll  see  that  going 
on  in  the  future  as  the  budget  does  provide  for  significant  capital 
expenditures  for  systems  development.  But  as  of  today  after  3 
months,  not  a  lot. 

Mr.  English.  No  further  questions,  Mr.  Chairman. 

But  I  thank  the  panel  for  this  opportunity. 

Mr.  Mica.  I'd  also  like  to  thank  the  panel. 

Since  we're  102  days  into  this  session  and  counting,  and  we've 
gone  through  the  transition,  it's  important  I  think  that  we  keep 
very  close  communications  if  we  have  a  problem;  and  that  we  don't 
read  about  it;  that  we  learn  about  it  first-hand  and  work  with  you 
to  make  this  a  successful  model.  Also  that  we  see  that  the  former 
employees'  concerns  are  met,  the  community's  concerns  are  met, 
and  that  this  goes  smoothly,  as  it  will  serve  as  a  first  step  that  oth- 
ers may  pattern. 

I  thank  each  of  our  witnesses  for  their  testimony.  This  panel  is 
excused. 

I'd  like  to  call  our  third  panel.  We  have  Ms.  Linda  Harvey  who 
is  the  chief  clerk  of  the  Butler  County  Commissioners. 

Is  she  with  us? 

Ms.  Harvey.  Yes. 

Mr.  Mica.  OK.  If  you  could  come  up,  Ms.  Harvey? 

Ms.  Harvey.  I'm  a  panel  of  one. 

Mr.  Mica.  Yes,  ma'am. 

You  may  not  have  been  here  for  a  previous  testimony,  but  this 
is  an  investigations  and  oversight  committee  of  Congress  and  we 
swear  in  our  witnesses,  so  if  you  would  stand  and  raise  your  right 
hand? 

[Witness  sworn.] 

Mr.  Mica.  Thank  you  and  welcome.  We're  pleased  to  be  in  your 
community  and  I  wish  I  could  be  here  for  an  extended  stay.  It's  ab- 
solutely beautiful  outside.  In  Florida  we  never  get  the  opportunity 
to  see  any  change  in  colors.  Just  driving  in  momentarily  and  as  I 
go  back  to  the  airport,  I'll  get  to  see  a  little  bit.  I'm  delighted  to 
be  here  and  work  with  your  Congressman  in  an  effort  to  make  cer- 
tain that  this  privatization  initiative  operates  smoothly. 

As  I  also  mentioned  to  our  other  witnesses,  we  do  ask  that  your 
oral  statement  be  limited  to  approximately  5  minutes.  If  you  have 
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other  testimony  or  comments  that  you  would  Hke  to  be  added  to 
the  record,  they  will  be  made  part  of  the  official  record. 

I  also  will  announce  at  this  time  that  we  will  leave  this  record 
open  for  1  week  for  additional  statements.  So,  if  individuals  from 
the  community,  the  agency,  from  the  new  private  corporation, 
would  like  to  add  to  the  record,  it  will  be  made  part  of  the  record. 
Without  objection,  that  is  so  ordered. 

Thank  you  again  for  joining  us  and  you're  recognized,  Commis- 
sioner Harvey. 

STATEMENT  OF  LINDA  HARVEY,  CHIEF  CLERK,  BUTLER 
COUNTY  COMMISSIONERS 

Ms.  Harvey.  Thank  you,  Mr.  Chairman.  I  understand  you  have 
a  plane  to  catch  so  I'll  keep  my  comments  brief. 

Mr.  Mica.  Oh,  I'm  in  good  shape.  We're  moving  right  along  so 
you  take  your  time. 

Ms.  Harvey.  OK. 

I  appreciate  the  invitation  to  be  here  and  I  certainly  appreciate 
Congressman  English's  efforts  to  keep  this  project  moving  along. 
We  certainly  appreciate  that  here  in  Butler  County. 

Attracting  and  creating  jobs  seems  to  be  the  one  common  goal  in 
every  community  and  region  in  the  United  States.  For  that  reason, 
we  believe  that  this  privatization  effort  will  be  a  key  factor  in  con- 
tinuing the  growth  and  development  of  Butler  County's  northern 
tier. 

As  the  former  president  of  the  Butler  County  Chamber  of  Com- 
merce, I  am  well  aware  of  the  needs  of  local  employers  as  well  as 
the  needs  of  our  community.  In  my  current  position  as  chief  clerk 
for  the  Butler  County  Board  of  Commissioners,  the  need  for  em- 
ployment opportunities  in  all  sectors  of  our  county  is  even  more 
evident.  It  is  imperative  that  our  citizens  continue  to  have  viable 
opportunities  to  make  a  living  wage  in  order  to  raise  a  family  and 
remain  contributing  members  of  this  community. 

As  you  may  already  be  aware,  the  center  generates  $6  million  in 
annual  pajToll,  with  an  equal  amount  being  generated  by  the  pur- 
chase of  goods  and  services  from  our  local  businesses  and  organiza- 
tions. In  addition  to  the  State  and  local  wage  taxes  being  paid,  they 
have  been  an  integral  part  of  many  local  organizations  including 
the  United  Way  of  Butler  County,  £ui  organization  where  they  do- 
nate approximately  $15,000  in  pledges.  The  employees  provide  im- 
portant volunteer  support  to  a  variety  of  organizations  in  our  coun- 
ty, and  Edso  support  Butler  County  by  advancing  their  education  at 
local  institutions  such  as  Butler  County  Community  College  and 
Slippery  Rock  University. 

The  loss  of  any  organization  of  this  size,  whether  the  business  is 
private,  nonprofit,  or  a  Government  entity,  would  be  devastating  to 
the  northern  portion  of  our  county.  The  employees  have  made 
countless  invaluable  contributions  to  our  community  in  ways  that 
can  never  be  researched,  recorded,  or  shown  in  any  statistical  form. 

Supporting  the  privatization  of  this  office  will  allow  these  jobs, 
approximately  250,  to  remain  in  this  area.  Those  are  jobs  that  we 
simply  cannot  afford  to  lose.  Moreover,  we  believe  this  action  may 
result  in  the  further  creation  of  job  opportunities  as  some  of  our 
panels  have  spoken  before  here. 


Now,  I  certainly  can't  address  the  specifics  that  some  of  the  other 
Representatives  have  spoken  to,  but  I  would  be  happy  to  answer 
any  questions  that  you  might  have  in  reference  to  our  community 
and  the  need  to  keep  such  an  organization  here  in  Butler  County. 

Mr.  Mica.  Thank  you. 

[The  prepared  statement  of  Ms.  Harvey  follows:] 
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Statement  of  Ms.  Linda  Harvey 

Chief  Clerk 
Butler  County  Commissioners 


Attracting  and  creating  jobs  seem?  fn  be  the  one  cotnmon  goal  in  every  community 
and  region  in  the  United  States.  For  diat  reason,  the  privatization  of  the  Federal 
Investigalions  Processing  Center  in  Boyers,  will  be  a  key  ftctor  in  the  goutlmiing  growth  and 
development  ai  Butler  County's  noitliem  tier. 

As  the  fotmcr  President  of  the  Butler  County  Chamber  of  Cotnmerce,  I  am  well 
aware  of  ±c  needfi  of  local  en^tlnyen  as  well  as  the  needs  of  our  community.   In  my  cuntdt 
position  as  Chief  Oeik.  fur  Uie  Butler  County  Boaid  of  Commissioners,  the  need  for 
employment  opportunitieB  in  all  sectors  of  our  County  is  even  more  evident.  It  is  inpentivc 
diat  our  citizens  continue  to  have  viable  opportunities  to  make  a  living  wa^e  in  order  to  raise 
a  family  and  remain  conizibuting  members  of  the  community. 
^  As  yoii  may  already  be  aware,  (he  FIPC  generates  $6  million  in  anmial  payroll,  widi 

an  equal  amuuuL  being  generated  by  tbc  purchase  of  goods  and  serviceK  from  local  businesses 
and  organizatioDS.  In  addition  to  the  state  and  local  wage  Uixc&  being  paid,  the  FIPC  has 
been  an  integral  part  of  the  Butler  County  United  Way,  donating  approximatety  $15,000  In 
pledges  and  providing  important  volunteer  assistance  to  this  agency  and  many  other  volunteer 
organizations. 

Tbe  loss  of  any  organization  of  this  size— Miiietbnr  »  private  business,  a  noorprofit 
coipoiation  or  a  government  entity-would  be  devautaiiug  to  the  northern  section  of  our 
county.  The  employees  have  made  countless  invaluable  contributions  to  our  community  In 
ways  that  can  never  be  researched,  recorded  or  shown  in  statistical  form. 

Snpportine  die  privatization  of  die  office  wiU  allow  250  jobs  to  remain  hi  this  area- 
jobs  that  western  Pottasylwaa.  cannot  afford  to  Inse. 
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Mr.  Mica.  One  of  the  reasons  for  this  hearing  is,  first  of  all,  this 
is  sort  of  a  unique  initiative.  Earlier  testimony  from  the  head  of  the 
Office  of  Personnel  Management,  said,  in  fact,  that  it  may  be  the 
first  initiative  of  its  kind  and  scale  in  the  220-year  history  of  the 
country.  What  we've  been  trying  to  do  is  monitor  this  transition. 
Your  representative,  Mr.  English,  has  been  in  the  middle  of  this 
from  the  beginning,  trying  to  make  certain  that  each  step  was  ade- 
quately prepared  for,  planned,  and  executed. 

This  is  a  model.  We  wanted  to  make  sure  that  what  we  did,  we 
did  in  a  proper  fashion  and  that  steps  were  taken  to  work  with  the 
community  and  others.  Maybe  I  could  start  at  that  point. 

Do  you  feel  that  the  way  this  was  handled  with  0PM  and  the 
Federal  Government,  that  the  proposal  was  adequately  presented 
to  the  community?  If  we  had  it  to  do  over  again — and  we  may  be 
doing  this  in  other  communities — what  recommendations  do  you 
have  for  Congress  as  far  as  steps  we  could  take  to  improve  the 
process? 

Ms.  Harvey.  I  believe  I  would  probably  echo  some  of  the  senti- 
ments that  our  former  panel  had  given  from  a  community  stand- 
point. There  were  many  rumors  at  various  times.  There  were  many 
dates  that  were  thrown  out  into  the  community.  So,  there  seemed 
to  be,  in  my  opinion,  a  great  deal  of  times  where  no  one  was  really 
sure  exactly  what  was  going  to  happen  and  if  it  was  going  to  hap- 
pen. 

I  think  I  would  recommend  that  in  the  future,  as  the  former 
panel  had  mentioned,  that  there  be  a  more  specific  date  and  maybe 
more  information  prior  to  that  date,  coming  about. 

Speaking  personally,  I  was  contacted  in  my  role  at  the  chamber, 
I  would  guess  in  the  middle  of  last  year,  toward  the  end  of  the 
summer  by  representatives  from  the  company.  They  did  meet  with 
representatives  from  our  board  of  directors  and  reviewed  the  whole 
process,  strictly  on  an  informational  basis  because  a  lot  of  people 
do  use  the  chamber  as  their  first  point  of  contact  in  a  community. 
So,  we  were  very  aware  of  the  process  and  where  it  was  going.  I 
don't  know  if  that  is  true  with  other  organizations  in  the  commu- 
nity, but  I'm  assuming  that  it  was. 

Mr.  Mica.  The  other  question  I  asked  of  the  panelists  who  had 
also  been  employed  previously.  Are  you  currently  with  the  new  or- 
ganization? 

Ms.  Harvey.  Yes;  I  changed  jobs  at  the  beginning  of  the  year. 

Mr.  Mica.  But  you  were  a  Federal  employee? 

Ms.  Harvey.  No.  I  worked  for  the  chamber  of  commerce  here. 

Mr.  Mica.  OK. 

Ms.  Harvey.  Yes. 

Mr.  Mica.  Well,  in  your  capacity,  one  of  the  things  that  I  want 
to  find  out  is  were  the  individuals  in  this  community  that  worked 
for  the  Federal  Government  treated  fairly?  Was  the  transition — ^you 
know,  you  get  the  folks  that  did  the  transition  and  they  give  you 
the  glowing  terms  and  results.  I  want  to  know  from  you,  as  some- 
one who  is  in  the  community. 

Are  you  an  elected  official  now? 

Ms.  Harvey.  No;  I'm  not.  I'm  appointed. 

Mr.  Mica.  Appointed  official?  Well,  an  official.  Under  oath,  can 
you  tell  me,  are  they  speaking  the  truth  here?  Is  this  the  way 
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things  happened?  Is  the  impact  on  the  community  as  they  have 
stated?  Are  there  folks  out  there  that  we  aren't  hearing  from  who 
have  complaints  about  the  way  this  was  handled  or  how  they  were 
treated? 

That's  one  reason  why  our  panel  exists.  We're  not  totally  legisla- 
tive and  we're  not  appropriators.  We're  investigators  and  auditors 
set  up  under  the  Congress  in  1808  to  make  sure  that  the  bureauc- 
racy operates  in  a  responsible  fashion. 

So,  could  you  tell  our  panel  and  for  the  record,  what  the  situation 
is  here? 

Ms.  Harvey.  To  my  knowledge,  what  I  heard  this  afternoon — 
and  I  was  not  here  for  all  of  the  testimony — was  true.  The  com- 
plaints that  I  received  in  my  office  were  primarily  complaints — 
what  I  would  call  complaints  of  uncertainty.  People  were  unsure  of 
what  was  happening  and  there  was  a  concern  that  jobs  would  be 
lost,  people  would  be  relocated.  And  certainly,  that  if  there  was  a 
privatization  effort  that  those  salaries  would  be  much  less  than 
what  they  were  currently  making  in  their  Government  positions. 

Since  the  action  has  occurred — and  I  spoke  with  our  commis- 
sioners last  night — we  have  not  received  any  complaints  through 
the  board  of  commissioners.  That's  not  saying  that  there  aren't  any 
out  there.  There  was  an  effort,  as  you  may  be  aware,  a  letter  writ- 
ing effort — and  I'm  sure  Representative  English  knows — earlier 
this  year  that  the  privatization  not  happen.  To  my  knowledge,  that 
has  subsided.  We  have  not  received  any  documentation  of  anyone 
that  has  not  been  treated  satisfactorily  by  the  effort. 

Mr.  Mica.  The  other  question  I  have  is  about  the  employment. 
Now  they  also  testified  just  a  few  minutes  ago  that  they  brought 
27  new  employees  into  their  company.  Are  some  of  these  coming 
out  of  the  community  or  are  most  of  them  being  relocated  here? 
What's  the  impact  on  the  community? 

Ms.  Harvey.  I  can't  speak  to  the  specifics  of  the  27.  From  my  un- 
derstanding, it  was  going  to  be  as  any  other  company  that  comes 
in  and  hires  people,  hopefully  those  people  would  be  from  the  com- 
munity. But  given  what  kind  of  experience  they  were  looking  for, 
they  might  come  from  other  places. 

We're  very  blessed  in  Butler  County,  as  someone  who  com- 
mented, I  think  Representative  English,  to  have  local  educational 
institutions  that  do  provide  a  quality  work  force.  So,  it's  my  hope 
that  as  this  organization  continues  to  grow,  those  employees  would 
be  current  Butler  County  citizens  and  not  people  who  would  be  re- 
located here. 

Mr.  Mica.  One  of  my  concerns  is  making  certain  that  people 
have  the  education  or  skills  in  the  community  to  assume  the  posi- 
tions; you  might  have  positions  and  not  have  people  that  have  the 
necessary  skills.  Are  you  aware  of  any  effort,  maybe  in  your  school 
system  or  university  or  community  college  system,  to  start  any  pro- 
grams or  work  in  cooperation  with  this  new  venture? 

Ms.  Harvey.  I  am  not  aware  of  any  with  this  particular  venture, 
but  I  will  be  happy  to  help  them  set  that  up,  as  that's  one  of  my 
responsibilities  for  the  county  commissioners. 

I  can  speak  to  the  educational  institutions  that  do  tremendous  ef- 
forts with  our  other  private  organizations  in  the  county.  So,  I'm 
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sure  that  if  that's  not  been  a  pathway  that's  been  researched,  that's 
certainly  an  opportunity  that  we  can  assist  them  with. 

Mr.  Mica.  Well,  I'm  here  representing  the  taxpayers,  who  some- 
times get  sort  of  lost  in  the  process,  and  we're  now  customers.  We 
participated  in  bringing  about  the  privatization  because  we're  like 
everyone  else,  you  have  limited  taxpayer  dollars  and  resources,  so 
you  want  the  most  you  can  get  in  return  for  the  service  that's  ren- 
dered. 

Do  you  have  any  final  suggestions  or  anything  that  you  think 
that  should  be  brought  to  the  attention  of  Congress  or  the  sub- 
committee as  a  result  of  your  experience? 

Ms.  Harvey.  No.  One  thing  I  would  like  to  mention,  just  given — 
of  course,  you're  not  from  our  area.  One  of  the  biggest  problems 
that  Butler  County  faces  in  terms  of  employment  is  the  division 
that  we  have  within  our  county  between  the  northern  section  and 
the  southern  section.  The  southern  section,  being  the  closest  to 
Pittsburgh,  has  been  growing  both  residentially  and  commercially. 
The  problem  is  that  many  of  our  unemployed  people  are  in  the 
northern  section  of  our  county.  Not  having  any  public  transpor- 
tation is  very  difficult  to  connect  the  people  that  need  the  jobs  with 
the  jobs.  That's  one  reason  why  we  are  so  supportive  of  keeping 
this  particular  entity  offering  this  many  jobs  in  that  particular  re- 
gion of  our  county.  It's  extremely  important  to  our  county's  future. 

Mr.  Mica.  That's  very  interesting.  You  ought  to  hear  my  little 
speech  back  home:  economic  development  and  transportation  go 
hand-in-hand.  As  I've  said  many  times,  you've  got  to  have  a  job  and 
then  a  way  to  get  to  the  job. 

I  appreciate  your  comments.  Hopefully,  it  also  reinforces  some  of 
the  things  that  we  need  to  pay  attention  to  in  Congress.  Thank  you 
for  your  testimony. 

I'll  yield  now  to  Mr.  English. 

Mr.  English.  Ms.  Harvey,  I  really  have  no  questions  because 
we've  worked  so  closely  together  on  this.  You  have  been  a  great  re- 
source while  you  were  at  the  chamber.  As  I've  said  before,  I  felt 
you  were  one  of  the  most  aggressive  chamber  executives  within  my 
congressional  district.  Certainly,  I  think  with  your  testimony  here 
today,  you've  given  us  some  guidelines  on  the  sorts  of  issues  that 
the  community  is  faced  with  when  this  kind  of  a  privatization  goes 
forward. 

The  chairman  had,  I  think,  previously  posed  to  Mr.  Harper  some 
questions  about  the  importance  of  the  USIS  or  the  FIPC  facility  to 
the  local  economy  in  northern  Butler  County.  I  think  you've  but- 
tressed that.  To  me,  those  are  some  of  the  best  paying,  quality, 
skilled  jobs  in  northern  Butler  County,  a  community  that  badly 
needs  employment  and  the  expansions  which  USIS  has  already 
moved  forward  with,  I  think,  are  a  substantial  boon  to  the  area, 
and  I'm  sure  you  would  echo  that. 

Ms.  Harvey.  Absolutely. 

Mr.  English.  Thank  you,  Mr.  Chairman.  I  appreciate  your  time. 

Ms.  Harvey,  I  appreciate  your  coming  out  today  to  participate. 

Ms.  Harvey.  Thank  you.  That's  quite  all  right. 

Mr.  Mica.  I  don't  have  any  further  questions,  but  we  appreciate 
your  comments.  I've  always  operated  this  subcommittee  in  an  open 
fashion.  We're  sort  of  at  the  infancy  stage  of  this  new  private  oper- 
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ation  so,  if  you  have  recommendations  or  see  problems,  we  would 
certainly  welcome  them  because  we  want  to  do  this  in  a  respon- 
sible, accountable,  and  most  importantly,  a  successful  manner. 

So,  I  thank  you  for  your  testimony  and  we'll  excuse  you  as  this 
panel. 

I  don't  know  if  we  had  any  other  citizens  that  wanted  to  com- 
ment or  testify? 

OK.  In  that  case,  I  want  to  take  this  opportunity  again  to  thank 
my  colleague,  Mr.  English.  Mr.  English  has  had  to  endure  the  prob- 
lems that  were  created  probably  before  he  got  to  Congress,  and  also 
tackle  some  of  the  challenges  that  were  presented  to  him.  I  really 
have  enjoyed  working  with  him. 

Again,  I  apologize  for  not  holding  this  hearing  earlier,  but  actu- 
ally, the  timing  is  very  good  because  it  gives  us  the  opportunity  to 
look  at  a  third  of  a  year  into  it,  and  provides  an  opportunity  to  see 
if  we've  made  errors.  Fortunately,  some  of  the  success  and  smooth 
transition  is  due,  in  no  small  part,  to  your  continued  doggedness 
on  this  issue  in  keeping  our  panel  on  our  toes. 

It  is  quite  a  historic  move  for  the  Government.  As  the  Director 
of  0PM  said,  it's  almost  unprecedented.  It  may,  in  fact,  be  the 
trend  for  the  future  for  other  Government  activities  where  feasible, 
and  can  be  beneficial  to  the  taxpayer  and  also,  fair  to  the  Federal 
employees  who  have  served  the  Federal  work  force.  Those  are  my 
closing  comments. 

Did  you  have  any  comments? 

Mr.  English.  Mr.  Chairman,  I  simply  wanted  to  add,  I  am  most 
grateful  to  the  subcommittee  for  coming  here  to  pursue  this  over- 
sight function.  I'm  grateful  to  you  for  taking  the  time  at  such  a 
busy  time  to  come  forward. 

I  would  also  like  to  thank  the  chairman  of  the  full  committee  for 
his  role  in  this  entire  process.  Chairman  dinger,  who  is  currently 
retiring,  leaving  Congress,  worked  very  closely  with  me  on  this 
whole  privatization  issue.  In  his  capacity  as  chairman  of  the  full 
committee,  he  was  a  great  resource  to  us  as  this  issue  has  gone  for- 
ward. I  believe  that  he  deserves  a  great  deal  of  the  credit  for  the 
things  that  we  were  able  to  smooth  over  with  the  transition.  We 
will  miss  him  very  badly  in  Congress.  He  has  been  a  strong  advo- 
cate for  streamlining  the  Federal  Government  and  for  government 
reform  in  general. 

I  believe  that  it  really  is  a  great  tribute  to  him  that  he  took  such 
an  interest  in  this  project.  While  he  had  a  few  people  in  his  district 
employed  at  the  facility,  he  put  a  great  deal  of  time  in  at  my  re- 
quest and  at  the  request  of  all  of  the  employees,  to  be  their  advo- 
cate in  this  whole  process.  So,  I  wanted  to  acknowledge  that  he  is 
one  of  the  reasons  also  why  we've  been  having  this  subcommittee 
meeting  here,  his  continuing  interest  in  all  matters  relating  to 
western  Pennsylvania. 

Again,  I  want  to  thank  you  for  taking  the  time,  knowing  your 
schedule,  to  come  to  Butler  County.  I  know  how  Mr.  Burton  badly 
had  wanted  to  be  here  and  if  not  for  the  circumstances,  would  have 
been  here.  I  hope  to  be  able  to  host  this  subcommittee  again  some- 
time in  the  foreseeable  future  when  we  have  a  further  opportunity 
to  kind  of  review  this  progress  on  this  project. 
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And  I  also  want  to  thank  all  of  the  other  Members  from  the  re- 
gion, including  Jim  Trafficant,  my  colleague  over  in  Youngstown, 
who  came  and  toured  the  facility.  I  hope  we  have  the  opportunity — 
I  have  toured  the  facility  in  the  past.  I  hope  we  have  an  oppor- 
tunity to  bring  more  Members  of  Congress,  myself  included,  to  tour 
the  facility  sometime  in  the  foreseeable  future  at  your  convenience, 
I  hope. 

Mr.  Mica.  Thank  you,  Mr.  English. 

I  also  echo  your  comments  relating  to  the  gentleman  from  Penn- 
sylvania, our  chairman,  Mr.  dinger.  We  will  really  miss  his  service 
in  Congress.  He  has  been  just  one  of  the  finest  individuals  I've  had 
to  work  with.  He  chairs  the  full  committee  and  we  will  miss  him. 

Mr.  Holden  from  Pennsylvania  is  also  a  member  of  this  panel.  He 
had  indicated  he  had  other  commitments  today  and  was  unable  to 
attend.  We  have  a  small  but  dedicated  panel.  I  also  thank  our  staff 
today.  When  I  inherited  the  Civil  Service  Subcommittee — well,  it 
was  formerly  a  full  committee — it  had  54  staff.  We  have  operated 
with  seven  professional  staffers  during  this  past  year  and  10 
months.  I  thank  them  for  their  service  also  to  the  panel. 

There  being  no  further  business  before  the  Subcommittee  on  the 
Civil  Service,  I  declare  this  meeting  adjourned. 

[Whereupon,  at  3:36  p.m.,  the  subcommittee  was  adjourned.] 
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